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PROCEEDINGS

MR.OLTZ: Wearetaking notes here for awhile by hand; so if you speak this morning, would you speak crystally
clear, announce who you are so we can get it into the record. And some time later today, we are going to have a
full-fledged tape in the room; but, right now, be sure that you enunciate clearly.

Before | give my introduction, | would like to invite the Californiaresident, Brian Baird, who is here representing
Cdlifornia.

WELCOME AND OPENING REMARKS—-BRIAN BAIRD

MR. BAIRD: Thank you, Mr. Chairman. It'sapleasureto be heretoday. I'm with the State of California, the
Ocean Program Manager for California. | work for the Secretary of Resources. | would like to welcome you all to
Cdlifornia and specifically down here to San Diego. Something of interest, last Tuesday about thistime, | was
welcoming the Coastal States Organization at the Scripps I nstitution of Oceanography, which that director saysis
"The Institution of Oceanography.” That may be subject to some debate by others throughout the United States, but
we did have a great meeting. And it'spretty clear that California, specifically, San Diego, is agood place to have
source meetings and we welcome you.

Aside from three days of meetings we had on coastal management and talking about a wide variety of subjects,
some of our delegates were ableto go kayaking along the La Jolla coast, going into sea caves, seeing thingslike
leopard sharks, garibaldi, and really got a sense for what we have herein California. We toured the San Elijo
Lagoon, which is one of the many lagoons and wetlands that is currently under restoration through the Southern
California Wetland Restoration Project. Of course, we saw examples of some of the erosion issues we have down
here in Southern California.

I'm glad to hear you all had asimilar experience yesterday. Y ou did go down to Scripps, and you learned about
some of the | think long-term research programs, at |east appeared you did, CalCOFI program, some of your MM S
programs; but also we saw much saw of the shoreline issues. It's one of many issues we deal with here in California.

Looking at this agenda, | look forward to a productive and informative meeting. | know California hasn't been here
as often as you might like. We will try to do something about that. Welcome to California and we are pleased to be
here.

WELCOME AND OPENING REMARKS—- CHAIRMAN DONALD F.OLTZ, JR.

MR. OLTZ: Thank, you Brian. | amtold to speak closely into the mike. | would like to welcome you all to San
Diego, also. | havelived in Southern Californiafor agood piece of my life, and | am pleased that the staff and the
California people arranged to have a5.1 quake last night for us. | didn't know whether it was something related to
the war or something just going on, construction in the area; but | had forgotten what it was like to get rolled around
in bed.

Also, it being Halloween, | would like to extend my appreciation to most of you for not wearing your masksthis
morning. Itisablue moon day also; so the staff has really gone about their normal activity of trying to meke usthe
most.

With that, | think it would be appropriate if we could quickly just go around the table. Sometimes the complexion of
the committee changes alittle bit, and | would like to start with Linda up in the northwest corner. |f wejust briefly
let people know who you are and where you are from.

MS. SHEAD: My nameis Linda Shead, Executive Director of the Galveston Bay Foundation. Galveston Bay is
the largest estuary on the Texas coast and second-most productive in the country.

MR. McLEMORE: I'm Bill McLemore. I'm State Geologist of Georgia.

MS. MILLER: My nameisAnne Miller. | represent the Environmental Protection Agency.



MR. KELLER: Good morning. I'm Mark Keller with Chevron-Texaco standing in for Doug
Lanier, who will be the new natural gas chair.

MR. VILD: Bruce Vild, representing Rhode I sland.

M S. JOHNSON: Nancy Johnson, Department of Energy, and I'm representing both Mitch Baer and John Pyrdol
today.

MR. CARLTON: My nameisJim Carlton. I'm representing major oil. |I'm replacing Ed Langtry, who has moved
on to Norway. | work for Phillips Petroleum Company of Houston, land negotiations management for Gulf of
Mexico.

MR. KNOX: Cragin Knox, State Geologist for Mississippi. Our officeis part of the Mississippi office of
environmental law.

MR.SIMS: I'm Earl Sims. I'm new to this group. 1'm representing the Independent Petroleum Association of
America. 1'm based out of Houston, Texas.

MR. HARMON: I'm John Harmon with the New Y ork State Department of Environmental Conservation.

MR. GUTTING: I'm Dick Gutting, President of the National Fisheries Institute. |I'm representing fishing rights.
MR. BAIRD: Brian Baird, California

MR.SCHMIDT: Good morning. Larry Schmidt, New Jersey Department of Environmental Protection.

MR. KELLY: Paul Kelly with Rowan Companies in Houston representing the Offshore Support Industry.

MR. SELBY: Jerome Selby, representing local government from Kodiak, Alaska.

MR. BANINO: George Banino with Earth Tech in Albany, New Y ork, representing the Marine Mining Industry.
MR.OLTZ: Don Oltz, State of Alabama.

MR. KITSOS: Tom Kitsos, Acting Director.

MS. KALLAUR: CarolitaKallaur, Associate Director for the Offshore Minerals Management Program.

MR. CRUICKSHANK: Walter Cruickshank, Associate Director, Policy and Management | mprovement.

MR. SCHROEDER: Will Schroeder with the University of Alabamaand Chair of the OCS (Outer Continental
Shelf) Scientific Committee.

MR. FELVEY: Tom Felvey, representing Virginia.
MR. GILIUS: Ron Gilius with Pennsylvania Department of Environmental Protection.

MR. AHMAOGAK: George Ahmaogak, representing local government, Mayor of the municipality up in the
North Slope that hosts alot of offshore land.

MS. SCHREIBER: Ramona Schreiber, Department of Commerce, National Oceanographic and Atmosphere.
MR. SKINNER: Tom Skinner, Massachusetts Coastal Zone Management Office.

MR. GALVIN: Pat Galvin, State of Alaska, Governmental Coordination.



MR.BELLIS: Mark Bellis, Department of Defense. | would like to give an update. Jerry Henson is back to full
duty. Atthistime, hedidn't feel comfortable traveling out here. Anyone who would like to read an articlein
Washingtonian magazine to hear hisstory. It brings apersonal focusto security efforts we now are going through.

MS. EVANS: Nan Evans, State of Oregon, Department of Land Conservation Development.

MS. MOFFITT: DonnaMoffitt, North Carolina. 1'm with the North Carolina Department of Environment and
Natural Resources.

MR. OLTZ: Thereare atotal of 33 voting members on this committee. The quorum istherefore 17, and there are
23 voters present. So we have a quorum.

I think the next order of business would be to introduce the Acting Director of the Minerals Management Service,
who has been acting so long that we look to him as the Director of Minerals Management. Dr. Tom Kitsos,
welcome, sir.

DIRECTOR'SREMARKS-THOMASR. KITSOS

MR. KITSOS: Thank you, Chairman Oltz. | would like to thank you all for coming to this meeting. We have a
full agenda. 1 would like to highlight some of the latest developments of MM S and the department.

In the current 5-year leasing program, we had a very successful western Gulf sale in August raising over $165
million in what was the fourth largest number of bids submitted in the last decade. Thisisthefirst time we have
offered tracts beyond the United States EI'S beyond 200 miles. We actually had seven bids on those tracts, and they
are currently being evaluated with respect to the Eastern Gulf of Mexico, an areathat had not been offered for sale
since 1988.

This past July, the Secretary of the Interior, Gale Norton, reduced the size of the sale to ensure that no leasing would
occur directly offshore within 100 miles of Florida's coast in response to concerns reflected by the State of Florida,
but the sale is going to be held. It has been reduced in size from 5.9 million acresto 1.5 million, but it is expected to
contain as much as 1.25 trillion cubic feet of national gas at 185 million barrels of ail.

Last Friday, the Secretary approved the publication in the Federal Register of the final notice of sale for 181. It will
occur on December 5th in the central Gulf. We continue the planning process of sale 182 to be held in March of
next year. That sale will be the last in the current 5-year plan.

And aswe look back on the current 5-year plan, however, with a couple sales to go, we can see that a number of
salesthat set records for the number of bids that were submitted, we had the only billion dollar sale of the past
decade during this 5-year program. We are having the

first sale in the eastern Gulf in along time.

We have clearly had explosive growth in deep water leasing and production, and the number
of active leases have increased by over athird, by 33 percent.

Now, the administration looks forward to the new 5year leasing program for 2002 to 2007. We recently issued a
proposed program for the new schedule. It contains 20 proposed salesin seven planning areas. These areas would
make available for the nation as much as 22 billion barrels of oil and 60 Tcf of natural gas.

In this new program, we will continue our policy of annual salesin the western and central gulf of Mexico, as well
as proposing sales in the eastern gulf, two salesin the eastern gulf; but they will be in the same size, the same
reduced area as the December sale.

In Alaska, we are proposing three sales in the Beaufort Sea, in addition to two in the Chukchi and two in Cook Inlet.
Wewill aso try to implement a new concept in Norton Basin targeted for producing natural gas for coastal
communitiesin Alaska. Thisisin responseto local requests from energy-starved communitiesin that area.



Oil and gas resources of the OCSand future leasing activities are essential elementsin meeting the goals set forth in
the President's National Energy Program. Currently, OCS production accounts for about 25 percent of our
domestically produced oil and natural gas and now the single largest supplier in our nation, surpassing Saudi Arabia.

The proposed 5-year program presents our plan for obtaining the energy resources this nation needs to keep our
economy moving to provide economic opportunities for each and every American. Thisisthe sixth 5-year program
since enactment to the amendments of OCS Lands Act of 1978. It isbased on consideration of only the areas of the
OCS that have not been withdrawn from leasing by congressional moratoria or by presidential withdrawals through
theyear 2012.

We are also going to have a multi-sale EI'S process for the central and western Gulf of Mexico. We will have an EIS
that encompasses actually nine sales. Although therewill be one document, there be will be a discreet, stand-alone
analysisfor atypical salefor each of the two planning areas. Scenarios and analyses for each planning areawill be
detailed asif separate EISs have been compared. Then, in acumulative analysis, two will be analyzed together.

Another new initiative in our program will be to use the same multi-sale EIS. And speaking of the Beaufort, any
day now, we are expecting the first production from Northstar to come onboard. It hasn't started producing yet, but
when it does, and it could be amatter of hours or days, thiswill be the first oil from federal waters off of Alaska by
BPinits Northstar project. Thisisthefirst OCS production in federal waters since offshore leasing began in Alaska
in1976.

This project isajoint federal/state unit located about 12 miles northwest of Prudhoe Bay in the Alaska Beaufort Sea
and includes three federal and five state leases. About 16 percent of the Northstar reserves are allocated to federal
leases and we estimate will bring in approximately $120 million in federal royaltiesin future years.

Federal leases are also in the 8(g) zone for Alaska, which means the state will get 27 percent of the revenues from
that production. Another first for this project isthat the pipeline transporting oil to shore isthe first buried subsea
pipelinein the Arctic to be used for full-time production. The pipelineisburied 7 to 11 feet below the seafloor to
avoid ice impacts and has three state-of-the-art systems to monitor the entire offshore portion of the pipeline. And |
know that when we get into our regionality discussions tomorrow, John Goll would be happy to answer any further
guestions you might have on that.

MMSisalsoinvolved in aproposal before the President right now about filling the strategic petroleum reserve, as
some of you may know, we are able to take some of our royaltiesin kind. And we may be using some of that oil to
fill the strategic petroleum reserves in conjunction with the cooperative agreement with the Department of Energy.
We will probably have nore about that at the next meeting.

| would like to close on a personal note. Thisismy last meeting asa member of MMS. In what has to be the worst
kept secret in recent memory, | have accepted the position of Executive Director of the Commission on Ocean
Policy under Admiral Jim Watkins with the 16 members of the commission. Our Paul Kelly isonit. Jim Coleman,
the chairman of our science committee, is a member of the commission.

| begin in my executive director position on November 13 in Washington, which isthefirst day of hearings that the
commission will have. This has been a difficult decision for me. | have enjoyed my years at MMS immensely. The
opportunity was raised when this commission was established by legislation last year, and | thought long and hard
about it.

It does give me the opportunity to return to some of the other ocean issues that | wasinvolved with when | worked
on Capitol Hill on acongressional committee with the OCS program. Itsrelationship to the Coastal Zone
Management Program and to coastal states and to environmental protection of ocean and coastal resourceswill be a
major part of the commission'swork. So my experience at MMS | hope will be valuable to the commission and
OCS program will have anumber of knowledgeabl e peopl e there on the commission and on the staff.

| had the opportunity to talk with the Secretary on Tuesday evening when the final phone call camein. She couldn't
have been more gracious. Sheisarather extraordinary woman, and | have enjoyed serving under her. And sheis



currently on her way down to New Orleans to visit some offshore platforms and to talk with our regional office and
other interior department employeesin the Gulf, showing her commitment, | think, to this program. This OCS
Policy Committee is very important to the department.

Jerry Henson, member of the defense department and liaison, was almost killed at the Pentagon; and the story of his
rescue isreally rather extraordinary, as has been indicated.

We have not met since the terrorist attack in September. | think that the economic security and the energy stability
of this nation clearly isone variable that should come out of all of that. | know MM S and the men and women that |
have had the pleasure of working with over the years are committed to it, and | hope this committee continuesto
advise the Secretary and the Director, whoever that may be, aswisely as you have over the years.

| appreciate the time here. And | think that Carolitawould like to say something.
ASSOCIATE DIRECTOR'SREMARKS—- CAROLITA U. KALLAUR

MS. KALLAUR: Weare going to miss Tom agreat deal. | think it's been awonderful opportunity to work with
him. | think those of you familiar with Tom's background realize he's an ideal choice to provide for the future ocean
policy of our nation.

| want to mention a couple things. There is ahandout in today's materials dealing with, it is a mouthful, but it's &
Government Transformation Foundational Study. Thereason | call it to your attention, it is going to affect all of the
stakeholders who arein this room.

We had contracted out with Booz, Allen & Hamilton last year to do afoundational study to look at our current IT
architecture. They have reduced thisto a study we are using right now with the Office of Management Budget to
secure funding, funding quite significant. It'sin the range of $80 million over the next four or five years. We have
an uphill battle.

So far, OMB has been very supportive of theinitiative, | think because of the fact we have so much dealing with the
private and public sector. We are very optimistic we are going to be able to secure this funding for thisfiscal year.

We are going to be looking at our business processes, clearly what our business processes are where we interact with
all of you. So | wanted to give you a heads-up to thisinitiative because we are probably going to be getting in touch
with you as we review different permitting, other times we work with states and local government.

Clearly you are going to have to be a part of it, because we want to eventually move to aweb-based environment so
we are more paperless. But clearly, in order for usto receive information from you or send information to you, we
have to have compatible software. And you all have to agree with the way in which we are going to be carrying on
the work.

Thisisamajor initiative for the offshore program and really didn't have an IT focus. It has more of afocus on the
way in which we do our work, but clearly IT, in the way they talk at OMB, would be the neighbor. | feel like | have
lost the English language when | have to talk to these people about it. | think it isavery important initiative. | want
to call your attention toit.

| also want to follow up on some of the remarks that Tom made on the terrorist incidents that occurred in September.
| wanted to mention we are working very closely with industry and the Coast Guard, FBI, other organizations on
trying to make sure that offshore facilities are secure and also that people who work offshore are safe. And one
thing | think you are going to hear in the future monthsis, when they talk about homeland security, thereisa
significant focus on our energy vulnerability.

| was surprised to learn we are currently importing 700,000 barrels a day from Irag. Clearly that adds to instability.
People are beginning to look at our domestic resource base. And clearly OCS isthe main component of oil and gas
potential on federal land.



Thereis going to be arenewed focus on domestic development along with conservation because clearly we arein a
very insecure state right now. So any advice we can get from this committee as we move forward to make sure
down the road we are prepared | think would be very useful.

The onething | notice, | think we in Washington are much more focused on this maybe because of Anthrax and
everything elsethat isgoing on. 1'm happy therest of the country seemsto be able to go about its business alittle
more thanwe can. Wewon't let the terrorists succeed. Thank you.

MR.OLTZ: Paul Kelly wanted to say afew words.

MR. KELLY: Yes, thank you, Mr. Chairman. Paul Kelly, Offshore Support Industry. Since you are hearing the
first public announcement of Tom K itsos' appointment as executive director of the President's Commission on
Ocean Policy and a press release will soon be going out in the capitol concerning Tom's appointment, | have been
asked by the Commission to extend the official welcometo Tom. And it isindeed a credit to him that the selection
of Tom as the Executive Director was unanimous and really reflects the opinion of all the commissioners, that
whoever has dealt with Tom over his many years on Capitol Hill and then with MMS, everyone hasfelt like he was
afair, balanced person. And | think thisisreflected in this decision.

So, Tom, on behalf of the commission, we welcome you aboard, although | have mixed feelings about this
personally, because | hate to see usloseyou at MMS.

MR. OLTZ: Thank you, Paul. If | could, | would like to make remarks on behalf of the committee. Tom, thatisa
broadside | didn't expect. | hadn't heard. Some good people from this committee have gone on to some very
interesting positions. We heard Jimmy Palmer was appointed director of EPA's Region 4 in Hot Atlanta. On behalf
of this particular committee, let me extend our appreciation to your leadership and to all of the contributions you
have made both to this committee and to MMS. Congratulations.

MR. KITSOS: Thank you, Mr. Chairman.

MR. SCHROEDER: Will Schroeder with the Science Advisory Committee. Tom, on behalf of the Science
Committee, congratulations aswell. Y ou areright, the rumors were on the street about this announcement. It comes
at atime when we appreciate your support and the support of your office of the endeavors the Science Committeeis
charged with. We wish you well and look forward to playing any constructive role we can with the commission.
Best of luck to you.

MR.OLTZ: Let'sgive Tom ahand here. We wish you well, sir. (Applause.)
STATUS REPORT: RESOLUTIONSPASSED AT MAY 2001 MEETING — CHAIRMAN OLTZ

MR.OLTZ: Our next item on the agenda has to do with the status report. And what | would like to do briefly is
cover some of the things that we did at the last meeting and then turn the meeting over to Ralph Ainger, who will
talk about the 5-year plan.

One of the things we tried to do at the last meeting was to involve more fully all of us on this committee. Y ou recall
that we did an energy demand census kind of thing in around table sort of way looking at from each state what their
energy situation was. And that was sort of based | guess on what was going on in California at the time, but it gave
us an opportunity to construct amatrix of states' activitiesin the energy field.

And the staff has prepared this. | think you have a handout from them. | am not going to go through each of the
states’ comments, but you should have in your packet somewhere alisting of the comments of each of the states,
some of which are kind of interesting. And, actually, the comparison between statesis very interesting. | just bring
that up and let you have a chance to look it over.

And some of the thinking when we did thisinitially, when we stimulated this, was that maybe this was something
that the OCS Policy Committee might be interested in doing in a more formal fashion where we would actually look
at how the states are reacting and how they are handling the energy situation in their states.



Other things that we do in this committeeis pass resolutions. And we are all members of other committees that also
pass resolutions. And sometimes one wonders what happens to those resolutions. They usually afford some action
item at the base of the resolution that says thiswill be transmitted to somebody or will be given to someone for some
kind of action, and we never really know what happens to those.

So what we decided we would do was follow up on the resolutions that we have made in the last meeting and just
see where all of that went to. We pass our resolutions on up the chain at MM S to the Secretary. And last timewe
made aresolution that had 12 recommendationsin it, that was based on our natural gas report, and the Secretary has
responded to each of those 12 recommendations. And I, again, think you have got copies of all that.

| don’t know that it would be timewise here to go through all of them, but | would point out at least one. And |
think, George, you wanted to say something about a second one, aresponse to Item Number 6 in that resolution,
which had to do with funding for additional education and outreach regarding the leasing program. The response
from the Secretary is as follows:

The department is interested in working with the committee on devel oping education and outreach opportunities.
Please work with them, MMS, possibly as part of future community deliberations to consider specific initiatives.

| wasimpressed. | think that we have here adirective, something that this committee would probably need to sit
down and talk about, maybe at the round table tomorrow, but thisis arequest from the director saying basically we
want to deal with education and outreach.

Isthis committee interested in being a part of that? George, you want to speak to a second response.

MR.BANINO: Yes, thank you, Don. In another response to our resolutions, our recommendations, specifically
recommendation number one dealing with moratorium, the Secretary comes back and states very clearly that the
administration supports the current withdrawal s on congressional moratorium; but she does add that, in view of the
nation’ slong-term energy needs, if there are affected states and local officialsthat have an interest in discussing
issues concerning energy and environmental balance, which may relate to restricted OCS areas, the department
would be willing to enter into those discussions. And then she adds. We will look forward to the committee’s
assistance in facilitating any possible future endeavor.

She’ s not asking for us to necessarily recommend any area, but if that opportunity arose, she would beinterestedin
our assistance in that regard. | don’t seethat thisisadirectivein contrast to aresponse regarding education, but | do
see here that sheislooking for assistance. And thisalsois something we may want to discussin around table to see
if there isanything that we might want to do in response to thisrequest. Thank you.

MR. OLTZ: Inoneof our other resolutions we resolved in support for the United Nations Convention on the Law
of the Sea, her response was that she had forwarded this advice to the State Department and the Defense Department
for consideration of an administration position. | don’t know I'm aware whether that has gone any further.

MS. KALLAUR: Weareinthe process of preparing those letters.

MR.OLTZ: Wealso had aresolution inregard to coastal impact assistance. And she appreciated the strong
position the committee has taken on this matter. And of course the committee will accept, | think, probably full
responsibility for being the initiatorsin that process.

She points out: Aswe will have followed this coastal assistance through Congress, she points out this raises policy
and fiscal issues, which will need further analysis. She states: | will consider this advice as the administration
formulates a position.

Now, theinitial coastal impact assistance that came through Congress last year, the moneys for that are being

distributed to the states are going to be effective | think | heard November 1%'. Mr. Caldwell, is November 1% the
date when the money isto be released for the C.F. program?
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MR. CALDWELL: Within afew weeks on the states.

MR.OLTZ: Withinafew weeks? | had heard afew days. | think it'simportant that we get this kind of feedback.
It isinteresting to note we are having the ear of the Secretary and that we have away of getting information to her.
That isthe strength of this committee, | think.

Any other comments on that? Any comments on responses that anybody on the committee wishes to make?

Mr. Ralph Ainger is atraveling buddy of mine. We were both in Khuzistan, | think since we both enjoyed the
climate and hospitality and cultural aspects of Khuzistan. He has been to several other “stans.” | guesshe's
managed to stay out of Afghanistan. Ralphisalong-time MMS employee. Heis chief of the Leasing Division. |
don’t think at the time that we were traveling in Khuzistan he was looking for leasing.

MR. AINGER: No.
MR.OLTZ: Wedidenjoy good times. Ralph, welcome.
5-YEAR OIL AND GAS LEASING PLAN (2002-2007) — RALPH V. AINGER, JR.

MR. AINGER: Thank you, Mr. Chairman. Good morning. My task this morning isto provide a brief update on
the next 5-year program over the years 2002 to 2007. | know many of you are 5-year program veterans, but some of
you may not be familiar with why and how we prepare the 5-year program. So | thought | would begin today on a
little background of the processiitself.

Although we really enjoyed doing it, we actually prepared the 5-year program because we have to.

Section 18 of the OCS Lands Act requires the Secretary to prepare and issue a 5-year program. And the preparation
of that program itself is governed by some detailed procedures that are also in Section 18. Of course, like most
major federal programs, we are also directed by the requirements of the National Environmental Policy Act.

Section 18 also provides detailed steps in the process that we have to follow.

Specifically, we combine the process with arequest for information. That's followed by a 45-day comment period.
Once we receive those comments, we issue a Draft Proposed Program, which is followed by a 60-day comment
period. The next step isthe issuance of a proposed program and the draft EIS, and that iswhere we are at this
particular process, and we'll have more details about that. That is followed by a 90-day comment period. After that,
we issue the proposed final program and final EIS. Thereisthen a60-day waiting period. After that, the Secretary
may approve the program.

Much of the preparation takes the form of a comparative analysis. And Section 18 requires that the timing and
location of leasing be based on anumber of considerationsin all 26 planning areas.

We have to consider the geographical, geological, and ecological characteristics; the developmental benefits and
environmental risks; regional and national energy needs other uses of the sea and seabed; industry interests, of
course; and the laws, goals and policies of the affected states; environmental sensitivity and marine productivity; and
other relevant environmental and predictive information.

This comparative analysis facilitates the Secretary's balancing decision. Of course, we also consider the comments
of interested and affected parties, which often provides some very substantive information and helps us achieve that
decision.

Section 18 also requires the Secretary's decisions on the timing and location of leasing to strike a balance between

the potential for discovery of oil and gas and potential for environmental damage and adverse impact to the coastal
zone.
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Now, for this 5-year program, it's either made more complex or more simple, depending on your point of view, by
the recent presidential leasing withdrawal. 1n 1998, President Clinton under Section 12 of the OCS Lands Act
withdrew all or portions of 10 planning areas for consideration.

In Alaska, we cannot consider the North Aleutian Basin; on the West Coast: Washington, Oregon, Northern
Cdlifornia, Central California, Southern California; on the East Coast: The north Atlantic, mid Atlantic, south
Atlantic, Straits of Florida, and the Gulf of Mexico, alarge portion of the eastern Gulf.

These withdrawn areas are generally those that have been subject to long-standing moratoria. So not a significant
amount of momentum was lost in the 5-year program. But for this particular withdrawal, it covers the tenure of, not
only this upcoming 5-year program, but the next one al so, to the year 2012.

The net effect of thiswithdrawal on the 5-year program is that the Section 12 withdrawal trumps the comparative
analysis provision for many of the planning areas. So we are not required to consider them in preparing this 5-year
program.

Now to the heart of the matter here, where we arein this 5-year program. We began this process in December of
last year with arequest for information and comments. We received over 10,000 comments. All except about 100
were variations of aform of an Email expressing general opposition to OCS leasing.

We considered those comments and prepared the comparative analysis focusing on the available areas in the Gulf of
Mexico and Alaska.

And on July 23rd of this year, we issued the Draft Proposed Program, which considers leasing in eight planning
areas, five of which are off Alaska, threein the Gulf of Mexico. That was followed by a 60-day comment period,
which closed on September 21st.

We heard from a number of individuals and institutions. Over 9,000 individualsS comments were received. Again,
nearly all of them were E-mail form letters opposing the program. There were 23 comments from federal, state and
local governments expressing awide variety of views.

There were 18 comments from special interest groups, mostly in opposition to the program, particularly in Alaska.
There were nine companies submitting comments concerning Gulf of Mexico leasing.

Five companies submitted comments concerning leasing in Alaska. Five oil and gas industry associations submitted
comments on various aspects of the Draft Proposed Program. And the proposed program itself provides a summary
of al these comments. And if you want to read them all, they are available on our website at www.mms.gov.

After we considered the comments in the Draft Proposed Program, on October 26, last week, we issued the proposed
program and the draft EIS. It focuses on those same eight planning areas contained in the Draft Proposed Program;
and we are now in the 90-day comment period that will end in January of next year.

In April, we proposed to issue the final program and final EIS, which will be followed by a 60-day waiting period.
And then in June 2002, the Secretary may approve the next 5-year program, which we hope to take effect on July
1st, 2002.

What's in the proposed program? Well, it is the same thing that was in the Draft Proposed Program. Essentially, we
proposed three Beaufort Sea sales, one in 2003, one in 2005, one in 2007.

One minor technical correction from the Draft Proposed Program, we inadvertently included 23 spring lead blocks
that have been deleted now in the proposed program.

We also have proposed two Chukchi/Hope Basin sales, one in 2004, onein 2007. We have provisions for a special
salein the Norton Basin in 2003. It is made special by the fact that, before we will proceed with the sale proposal,
we will put out arequest for nominations from industry to seeif there is actual interest in the Norton Basin; and,
based on that, interest may proceed with the sale there.



The proposed two Cook Inlet/Shelikof sales, one in 2004, one in 2006; the present five western and five central Gulf
of Mexico sales, two eastern Gulf sales, which will be in the same area as the present configuration for Sale 181.

Mr. Chairman, that isall | have on this 5-year program, but 1'd be happy to entertain any questions anyone has.
MR.OLTZ: Arethereany questionsfor Ralph? Mr. Kelly.

MR. KELLY: Paul Kelly, Offshore Support Industry. Ralph, would you go back to the last line just before the
thank you, please. | just have two comments on the proposed program. And | think all of us around the table are
aware of the limitations placed on the Minerals Management Service.

In organizing and starting procedures for the development of the 5-year plan, | just wanted to point out that we have
here five western and five central Gulf of Mexico sales planned. These are still highly prospective areas in the deep
water. The Gulf of Mexico has become amarginal play in terms of activities on the shelf; although, we are
launching an initiative to bring about more deep drilling for gas on the shelf.

If welook at the eastern Gulf, if the same acreage as Sale 181 is going to be included in the salesin 2003 and 2005,
as the Independent Petroleum Association of America points out, that acreage covers only 3 percent of the eastern
Gulf.

Hopefully we will bring first production on from the Beaufort Sea. Yet it has been along time from coming, and no
oneis certain how successful we will bein that regard. With respect to most of the Bering Sea, we have not been
very successful up to dateininitial rounds of drilling in that area.

Hopefully, perhaps with new technology, we might be more successful, for example, in finding gas in the Norton
Basin. The Cook Inlet/Shelikof sales have always been subject to alot of controversy in Alaska. It has been
particularly difficult to lease much acreage in the Shelikof Strait.

So | just want to point out that, number one, | think the nation is making a mistake if it's limiting its offshore leasing
program for the next potentially 12 years or the next two 5-year plans going out to 2012, considering the dangerous
situation we face with respect to all the eventsthat relate to the terrorist attack on Americaand terrorists' networks
and the complexity of political issues this causes in the Middle East with countries like Saudi Arabiaand Iraq and
our suppliers from the Middle East.

Secondly, | would like to say that, obviously, it goes without saying that the program is not balanced as called for
under the Outer Continental Shelf Lands Act asamended in 1978, which calls for balance of costs and benefits
among the regions of the nation. The program is still primarily oriented toward the Gulf of Mexico and with the
exception of the Alaskanot agreat deal of participation from other regions of the country. Thank you.

MR.OLTZ: Thank you, Paul.

MR. AINGER: One other note, Mr. Chairman. In an effort to shift the load from my officeto yours, | have sent
copies of thisto everyone on the committee. Y ou may not have gotten them yet because, between the time we put
them into the mailroom and went out, they closed our mailroom for several days for Anthrax screening. They have
been deleted. Y ou should have them.

MR. OLTZ: Thank you.

MR. CARLTON: Jim Carlton, Major Oil. | would like to offer support for Mr. Kelly's comments. | think he's
very much on target. | would like to add one or two other comments with respect to the eastern Gulf of Mexico of
Sale 181 and the sales proposed in 2003 and 2005.

With the limitations that we are looking at with only 256 blocks available, | certainly want to stressthat it is very

key that we remain fluid and adaptable and be able to add additional acreagein that area. And, hopefully, that will
stay in the forefront, particularly in light of the way the world looks post September 11th.
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MR.OLTZ: If | might remove my chairman's hat for a minute and put my Alabama hat back on, allow me to bring
us down to alittle sharper focusin our regional areain the eastern Gulf of Mexico. The eastern Gulf is not Florida.
A good piece of Alabama offshoreisin the eastern Gulf planning area.

At thetime all of this agitation over Lease Sale 181 started, | visited the delegation in Washington to try to make
sure that this didn't become a Florida sale, which as soon as the media got a hold of it, of course, it became a Florida
sale.

There are some folksin Alabama that are wondering what happened in the sense that the |ease sale does include
Alabama acreage but is under the jurisdiction of Florida's desires. So that isadiscussion that is going on currently
in the governor's office. And, you know, there are some questions that remain unanswered. | thought | would try to
bring that down to alocal level for you all.

MR. SELBY: Mr. Chairman, | had a question for Ralph. Ralph, to be wildly optinistic here for amoment, if some
discussion were to take place with regard to the recommendation from this committee about looking at a couple
more moratoria areas and the Secretary's response that she would like to at least ook into that, if something were to
develop, would it have to be within this 5-year period in order to proceed with this effort? How would that happen?

MR. AINGER: Thelaw sayswe can't issue leases that aren't on an approved 5-year schedule. We can go through
the process. We can'tissueleases. That'salittle bit of ared herring, because | don't think anybody is going to bid
on any leases that aren't actually available on that program.

If changes are made, policy changes were made to substantive procedures, we would have to go through the process
again to do a5-year program. We examine it each year to ensure it is still valid and reflecting the existing national
policy. So if something happened, someone decided they wanted to add sales, we would simply go through the
process again.

MS. KALLAUR: CarolitaKallaur. Onething I think you need to look at in terms of the Secretary's response, she
also has a statement in there we are not going to collect any information in the moratoria areas unless the state
expresses some interest.

Just an example of the situation we arein, earlier thisyear, we tried to do aliterature survey of the Atlantic areas just
to update the information that had been collected since the time we had been working on |ease sales, and we got
tremendous political backlash. So | mean, just to understand the political environment we operate in, our hands are
tied somewhat.

| think that iswhy, in a sense, she was saying we are only going to do something if a state steps forward and says at
least | want to look at new information. There has to be some willingness from a coastal state saying I'm willing to
reassess the area. Otherwise, the backlash we experience is something that, you know, we can't deal with. We
know, in the end, we can get appropriation riders and everything else.

I think you haveto look at the political environment we are working in. | personally think the environment should
have changed since the 11th of September. How you communicate that to people, you know, is another issue. |
think that getsinto these education outreaches and things like that.

| really think we are living in adifferent world than we were post September 11th; but | think many people don't
really understand that. Clearly, you have to practice conservation, ahost of other things. | think we have much
more energy vulnerability than we did in the past.

MR. CARLTON: Jim Carlton, Major Oil. | had aquick question with respect to the Secretary's responses on
resolutions, the date stamped on the literature, October 4th. Does anyone know if the responses were formul ated
pre-September 11 or post September 11th?

MS. KALLAUR: Pre.
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MR. CARLTON: Thank you.
MR.OLTZ: George.

MR. AHMAOGAK: Mayor Ahmaogak, representing local government. Asyou can see from the 5-year program,
you could see several on '03, '05, '07 and Chukchi located on the North Slope of Alaska. | appreciate the Secretary's
response and our recommendation that came from the Natural Gas Policy Council for us to mitigate those impacts
and that she'd be looking at policy and also physical issues surrounding communication of those impacts.

And until we hear that, I'm fearful, again, these |ease sales will start that domino effect of these impactsthat are
growing. They are with usright now. | think we are heading in the right direction when we made those
recommendations to the Secretary. It isjust hoped that they get followed up with policy and physical notes attached
toit.

And because these things are real, we have got some more leases also coming at us. Now the team-rolling,
cumulative impacts have started. | want you guys to be cognizant of that. That iswhy I'm advocating we need to
enter these programs as we continue our 5-year plans. Impact is one of those critical areas that we've certainly got to
understand and accept and deal with.

MR.OLTZ: Good point, George. Thank you. Any other comments?

With that, we'll move on to our next agendaitem. We have a speaker here this morning that will talk to us about ail
and gas supply and demand and update. Heis Henry Groppe. And Paul Kelly will introduce him. Thank you, Paul.

MR. KELLY: Paul Kelly, Offshore Support Industry. If you look in your agenda packet, you will find a one-page
biography of Mr. Groppe. He's a partner and founder of Groppe, Long & Littell, a Houston-based consulting firm
providing long-term forecasting, planning and development for the energy industry.

Mr. Groppe is aman with avery high reputation in the industry for hisand his firm's ability's to forecast and ook at
the oil and gas market. Y ou can read the biographical sketch yourself.

Let meread a couple interesting facts in terms of past performance success. In October 1980, Arab light crude oil
had risen from $12.17 abarrel in 1978 to more than $30 abarrel. What everyone else said was that oil priceswould
continue to increase perhaps to as much as $100 per barrel. Mr. Groppe's firm said oil will be selling at $15 a barrel
by 1985, half of its 1980 price.

What happened? Prices began falling after the October 1985 OPEC meeting. In 1986, the average price for Arab
light crude oil was $14 abarrel.

In October 1998, low prices had the industry in a panic. Everyone else said oil prices would remain depressed for a
long time. Mr. Groppe'sfirm said all the fundamentals were in place for abig jump in oil prices within the next six
months. What happened? Oil prices began a dramatic recovery to more than $30 a barrel after OPEC meeting in
March of 1999.

Finally, in April 1999, OPEC met in March just before that and reduced quotasto 25.5 million barrels aday.
Everyone else said the third round of production cuts might get prices back to $18 to $20 by year-end. Mr. Groppe
said because the OPEC ministers were confused about the numbers, they made aradical adjustment. If the new
agreement holds past the meeting on September 22, the price of West Texas I ntermediate can be expected to reach
$30 per barrel by the end of 1999. What happened? West Texas |ntermediate was $30.12 a barrel at the end of
February 2000.

We have someone with us today who has a pretty good track record in crystal-balling the oil and gas market. We
are honored to have you here, Mr. Groppe. | look forward to your remarks.
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OIL AND GASSUPPLY/DEMAND UPDATE — HENRY GROPPE

MR. GROPPE: Thank you, Paul. What | would like to do is summarize for you our views regarding the long-term
outlook on world oil supply, demand and price; the same thing for Northern American natural gas; and then also
towards the end speak briefly about the recent events and kinds of price movements we have seen during the last
several months.

A quick word about how we go about our work so you will have a context within which to judge what | will be
presenting. Our small, specialized firm started 46 years ago. We have been doing the same thing all of that time,
and that is through avery detailed, fundamental analysis examining very carefully what actually happened in the
past, rather than misperceptions, and against that background trying to identify major changes of direction. These
don't happen very frequently; when they do, usually over arelatively short period of time.

We have just come out of a 12- to 14-year period that we entered with major surpluses of producing capacity for
both world oil and northern American natural gas brought on primarily by major declines in consumption that
followed the big run-upsin pricesin oil and gasin the late '70s, and now with 12 to 14 years of very low prices,
consumption has recovered, has grown very rapidly, and we have basically run out of the ability to supply that kind
of fast-growing demand.

You really never run out of oil or gas; but many, many years ago, we ran out of $2.00 oil. Then later we ran out of
$8.000il. All I'm presenting to you isthe view that we have run out of 15to $20.00 ail.

The same comments would apply to northern American natural gas.

First slide, Figure 1 please. A good way to start thisisto examine the history of world crude oil production going

back to the end of World War 11 and our projection out for the next ten years. Everything!’ll be presenting to you,
excludes eastern Europe, except for the net exports from that part of the world to the rest of the world, because we

have difficulty getting what we think are accurate data from inside eastern Europe.

Thered line, is annual production and adjusting for seasonal changesin inventoriesis the same as consumption.
Look at that remarkable 25 years after World War Il. Oil production. Consumption went from 7 million barrels a
day to 47 million barrelsaday. Obviously, it was no longer possible to find enough oil to meet that kind of six to
seven percent compound annual growth rate.

By the way, of course, that contributed to that unique golden era of economic growth in world history where we had
the finest kind of energy available at what appeared to be limitless supplies, very low prices, $2.00, most of that time
F.O.B. the Middle East and deliverable with the large tankers at very low delivery costs al around the world. You
couldn't have a better environment for strong economic growth, and growth we had.

Weran out of our ability to provide oil at those prices and had thefirst big run-up in oil prices. That would have
occurred if there had never been a disturbance in the Middle East, never an OPEC. We could no longer supply that
kind of growth rate. It takes abig increase in prices torestrain that kind of growth.

Consumption declined. That brought on adeclinein real prices. If | wereto show the pricesin marks or yen or
other currenciesin with most of the world’s users have to buy their oil, since the world oil trade is denominated in
dollars and had aweak dollar, you would observe a 20 to 40 percent decline.

The doubling of prices after the Iranian revolution again caused a significant decline in consumption, which brought
on the inevitable collapsein oil pricesin late '85, ‘86. Consumption hassinceincreased 20 million barrels aday,
and we can't find and supply that much oil. Whenever that occurs, there has to be asignificant increase in pricesto
restrain consumption to match what we forecast to be a declining total supply.

Thiswill require prices rising gradually from about 30 to 40 or $42.00 a barrel, and that will cause a slow declinein
oil consumption during the next ten years.
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Let'stake aquick ook at the consumption side, Figure 2, covering the period since the early '70s. The curve at the
top isthe same one you have just been observing, and then in the lower part of this, we have consumption broken
down regionally, the bottom three linesare the EEC countries, United States, Western Europe, OECD countriesin
Asia, and the other line al the rest of the world.

The most striking thing you notice very quickly isthat much of the growth in consumption isin the developing
world. Infact, it isinteresting to note we have just now gotten back to our peak oil consumption in the United States
of 1977.

Western Europe is not there yet. The Asian OECD countries consumption isalittle higher than the previous peak
because those have been faster growing economies. But the bulk of the growth has been in the developing world,
amost tripling from about 10 million barrels a day to about 30 million barrels a day.

This alsoillustrates something elsethat is very interesting and important to think about, particularly asyou hear so
much comment currently about economic activity and declining oil demand. And that is, in the developing world, in
amost 30 years, there has only been one year when we had ayear-to-year decline in consumption. That was
following that first big oil crisis of the early '70s when oil prices rose about 400 percent. From then on, no matter
what kinds of economic conditions, what kinds of increases in prices, we have consumption increasing year after
year.

The reasonisthat the driver for oil consumption growthis transportation fuel. Basically, consumption grows almost
linearly with world vehicle population.

Let'stake alook at the supply and particularly the break-down between non-OPEC and OPEC supply in Figure 3.
The purple line is non-OPEC production. Thisstartsin 1970 and forecasts out to the year 2010. Y ou can see hon-
OPEC production has responded very logically with some lag time to the increasesin prices, the first run-up in
prices, an increase in non-OPEC production, then afalling off in the rate of increase with the declinesin prices, then
an acceleration again after the doubling of prices after the Iranian revolution, and then almost reached a plateau in
the middle '80s.

Most of thisincrease you have seen over the last ten years or so was not major new finds primarily, but it was a
decision by nearly all of the non-OPEC producing companies and countries to exploit what they had more and more
rapidly in order to maintain or grow production in the face of disappointing major exploration results.

The other thing | would like to comment on isthat, during the last 30 years, we probably had something on the order
of atrillion and a half dollars spent on exploration and development around the world. The three largest non-OPEC
discoveries during all of that time were all underwater, deep water U.S. Gulf, deep water Brazil, and the watersin
the Bay of Campechein Mexico.

Our best estimate is that each one of those at peak production might be of the order of amillion and a half barrelsa
day.

If they would all reach peak production at the same time, and they will not, but if they did, that is roughly equal to
one year's base decline in world oil production. Think of that. The three largest non-OPEC discoveriesin the last
30 years are equal to roughly one year's base declinein oil production. Putting it another way, we use abillion
barrels of non-OPEC oil about every 23 three days. So if we had any hope of just maintaining non-OPEC
production over the long term, we would have to add a billion barrels of recoverable reserves every 23 days. Who
thinks that can be done?

The OPEC countries, of course, have operated asthe swing producer, providing the difference between whatever
non-OPEC was producing and world demand. Of course, they had a disastrous experience in the early '80s after the
doubling of oil pricesreduced demand so much and saw their market share drop by almost 50 percent.

The Saudis particularly bore the brunt of that because they stuck to contract prices much longer than the other OPEC

members. They actually saw their production decline from a peak of about 10 million barrels aday to alow of
about 2 million barrels a day in the spring of '85 rapidly going to zero. They then decided to sign net-back contracts,
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to meet the market price, signed those contractsin late '85, and that's when the price broke. They then embarked on
adetermined drive to get back up to what they consider their comfortable, sustainable long-term producing level of
about 8 millionbarrelsaday. They reached that in '93 and said there was no point in discussing quota again.

Until they had to accommodate Irag, which they did in '97, and they have continued to hold to that basic policy.

The line at the bottom is net exports from Eastern Europe. Those wererelatively stable at about amillion and a half
to 2 million barrels aday for many years. They have been rising some recently as privatization is enabling the oil
industry there to make progress in their production practices.

Figure 4 isasummary of the production histories going back to 1945 of the five largest non-OPEC producers, and
together they constitute about two-thirds of the total non-OPEC production.

Theline at thetop isthe U.S. and illustrates a very classic point, exploration is a progressive process. Y ou always
go after the largest depositsfirst. They are the easiest to find and most profitable.

Asyou do that, you rapidly build production, aswe did in the 25 years after 1945; but, in time, you reach the point
where those big early discoveries have reached their natural declines. By that time, the newer discoveries are too
small to offset those, and you enter the last half of the production curve history for afield, aregion, a country or
ultimately the world.

The challenge in this forecasting effort isto try to identify when that turning point occursin each major area of oil
production.

The one large increase after the peak in 1970 was the bringing on of the North Slope production in the late '70s that
converted what had been a geological curiosity when oil was $2.00 to acommercial reality with the big price
increases, but that was a one-time addition. Our lower 48 production has now declined almost 50 percent.

Thisisamajor reality check on the widely held view that we have tight supplies, because we have underinvested the
last few years and all we haveto do isramp up investment and take production to any desired level.

That belies the fundamental progressive nature of exploration. If that could have been done, certainly it would have
been donein the United States during the last 30 years when we had big price increase times and most thought ail
was going above $50 a barrel.

Thisiswhere most of the technology was developed by the largest of number of companies competitively applying
it. What happened?

Production declined almost continuously by 50 percent. That iswhat isin store for al producing areas of the world.
The second largest, the North Sea, appears now to have peaked. Productionwas brought up very rapidly.
The more rapidly you exploit the more rapid the decline after you reach the peak devel opment.

Thethird largest non-OPEC producer is China, alonger, slower pattern of development, but that now appears to
have peaked and is declining.

Thefourth largest is Mexico. Mexico's conventional production peaked many years ago. Then they made the
discoveriesin the Bay of Campeche. That brought production up on a one-time basis, but that now appearsto be
peaking.

And then thefifth largest is Canada. Canadais an exception to what | have been presenting to you. Its conventional

production peaked at the same time ours did, and then they began their long, slow, continuous development of heavy
oil and the processing of the very large oil sandsresource. This isessentially a mining operation.
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It isvery capital intensive. But we are seeing a steady increase in thisand probably in the next 15 years Canada will
become the largest non-OPEC producer of oil.

Figure 5 shows the production curve history for Alaska. Production was brought up very rapidly to two million
barrels aday, peaked in the mid-'80s, and has already declined 50 percent.

Figure 6 shows the same pattern for Norway. Norway took a slower path of development until about 15 years ago,
they became very dependent on the revenue, needed it for their economy, and then shifted to rapid exploitation.
When you do that, these are the kinds of decline curvesthat result.

Then last on oil and the key to what happensin pricing and supply is OPEC. Figure 7 shows the history of OPEC
production from 1985 and forecast out to 2010, arranged with Iraq at the top, Venezuela, Saudi Arabia, Kuwait,
United Arab Emirates, and all the rest of OPEC.

First you note that, all the rest of OPEC has been at capacity for ten years. More recently, itwas recognized that
Venezuelais at capacity. Since Chavez took control of the government oil company, the first president to doso, and
critically examined the activities it became clear their capacity is about 3 million barrels a day, and they're unlikely
to be able to do very much more than that.

At the present time, we are operating with something of the order of 3-1/2 million barrels a day of unused producing
capacity in a76-million-barrel-per-day world oil market. A relatively small margin of spare capacity. Going
forward, as we look at the world's oil resources, the one country that has the potential for adding major incremental
supplies of oil once they are completely free of restrictions, islrag.

On the same basis that the Saudis had determined that about 8 million barrels aday istheir comfortable, sustainable,
long-term producing capacity, that same kind of analysisin Irag comes up with anumber of about 6 million barrelsa
day. They are currently producing about three. And we estimate, in time, they will be moving toward adding 3
million barrels a day.

Asthis has happened and the Saudis have seen everyone el se reach capacity, they have now dramatically shifted
their policy in the direction of the way the Texas Railroad Commission operated for some 30 or 40 yearsin
controlling world ail prices by assuming everyone else would produce at capacity, getting monthly estimates of the
need for ail, and then assigning production in Texas to meet the gap. And the Saudis are now in that position.

A dramatic illustration of this is either unilaterally or through leadership within OPEC, they have changed oil
production seven timesin the last 18 monthsin order to achieve their desired price target. They increased
production four times last year as prices were getting to be very strong. This year, they have reduced them three
times. Thelast reduction didn't occur until September and is just now being felt in the marketplace.

Asaresult, we think the outlook for oil prices the next several yearsis quite strong. OPEC is supplying 2 million
barrels aday less il currently than they did ayear ago, non-OPEC production has been about flat during that same
period of time, consumption is off alittle but nothing like 2 million barrels aday.

So all of our work indicates, as we go into the normal winter monthswith the normal seasonal increasein demand,
we are going to be short of oil. OPEC isgoing to have to increase production in order to keep prices from getting
beyond the upper range of their target price band of $22 to $28.00 abarrel.

Now let's turn to North American Natural Gas. Figure 8 presentsahistory of the U.S. natural gas business going
back to 1945. Thered lineisour production. The green lineis annual reserve additions. The blueline at thetopis
total year-end reserves.

The first comment | would like to make about natural gas isthat we have the unique confluence of two first-time
events. Thisisthefirst time we have atrue deliverability shortage of North American natural gas. We had an
apparent shortage in the late '70s, but that was because of governmental policy requiring 20-year reserve life behind
all sales contracts in Canada and behind all sales contracts gas ininterstate commerce in this country, which was
about 50 percent of our production. We had reached the point where we couldn't find enough gas to maintain those
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20-year reserves. But now with complete deregulation, every producer in the U.S. and Canadais producing and
selling every cubic foot every day.

And Canada, for example, in thelast 12 or 14 years has gone from areserve life index of about 20 yearsto a current
reserve life index of about 9 years. IntheU.S., itisabout 8-1/2. That is about as fast as you can exploit our first
time true deliverability shortage.

The other unique eventisthat for the first timein the history of the U.S. electric power industry, essentially, every
major expansion project is based on natural gas. Think of the significance of those two unique events.

We built up our industry during the first 25 years after World War |1 at avery rapid rate. We expanded pipelines
throughout the United States, also almost quintupled production from about 5 trillion feet ayear to 22-1/2 trillion
feet ayear. Also, we found alot more than we were using every year, big findsin West Texasand the Gulf of
Mexico. We doubled our bank of total year-end reserves from about 150 trillion to alittle under 300 trillion.

The most significant date in thisentire history is1967. That isthe last year we replaced production of natural gas on
astraight-up new reserve additions-basis. Asaconsequence, we lived off the bank account to a major extent, ran
total year-end reserves down almost 50 percent.

Thebluelineisrevisions and adjustments. And in one sense, thisindication of relatively flat total year-end reserves
at about 160 trillion is one of the stranger energy statistics you will encounter because that covers one of the periods
of the highest drilling activity in history, two of the periods of the lowest drilling activity in history and yet it shows
we kept reserves constant.

That was done with revisions and adjustments meeting the gap between the amount we were finding and the amount
we were producing. And alot of that was done through making use of the reserve estimation procedures that alow
that.

For example, the big increase in revisionsin 1986 was due to the Kansas Corporate Commission allowing in field
drilling for the first time in the Hugoton, which had been the biggest field in the U.S. With that, everybody in that
field estimated all of the future increased recovery with closer in field drilling and booked it all in that one year,
which means, in the future, you get lots of drilling without any reserve additions. Those are the kinds of things that
have been doneto give an indication, an appearance that we are replacing production.

Another very important point to note about our U.S. gas pictureisillustrated in Figure 9. This shows the history
from 1970 going forward. The bluelineis consumption. The green lineis our production.

And thered line isthe average well head price in constant 2001 dollars per million Btu.

Again, you can see the consumption has responded to price changes as you would expect. A bigrun-upinpricesin
the latter part of the '70s brought on a 20 percent decline in consumption. It wasthat decline that gave us our gas
bubble. It was not asupply event. After prices collapsed, consumption started rising very sharply and rose beyond
our ability to meet our requirements with our own production and we have been relying on imports primarily from
Canada ever since. |f Canada had not had the surplus-producing capacity and the willingness to export it to usto
help us solve our problem we would have had a gas crisis for many yearsin this country with very high gas prices.

Now, as | mentioned earlier, Canada has reached their capacity, and they are now in about the same shape that we
arein. Our forecast going forward is that gas prices will have to rise to the level to moderate consumption to match
adeclining total supply, just as| had indicated to you my conclusions regarding oil.

Figure 10 presents the same kind of production history that we looked at for non-OPEC oil, which again illustrates a
very fundamental point about the nature of exploration.

These are our eight largest sources of gas supply.
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Together they account for about 90 percent of our total. The largest by far is onshore Texas. Texas production
peaked in 1972, aimost 30 years ago, and has declined by about athird since. The dramatic drop in the early '80s
was primarily due to the decline in consumption. The deliverability line would be the line youwould get if you
connected that point to about where we are now.

The second largest source of supply isthe Texas and Louisiana Shelf, the blueline. That peaked in 1981 and
declined about 34 percent since. Onshore Louisiana, the third largest, peaked in 1970 and has declined 72 percent
since.

Oklahoma, different geology, longer, slower buildup, peaked in 1990 and has declined 26 percent since. Andin
New Mexico, conventional production peaked many years ago and then the Section 29 tax credit stimu lation of
coalbed methane production more than offset that. That now appears to have leveled out.

Wyoming, which is primarily atight gas province, has been benefiting from the Section 29 credits from some years
ago and continued higher prices.

The deep water in the Gulf of Mexico showsthe largest recent increase in total supply in the lower 48, but that needs
to be examined carefully. Most of you know better than | that the Gulf was opened to |easing during the Reagan
Administration, and thenin 1987, the minimum lease requirement was lowered to $25 an acre. With that stimulus,
several of the majors (particularly Exxon, Shell and BP) leased large portions of the prospective acreage. The deep
water |leases allow ten yearsto develop commercial production. So they launched an intensive exploration effort.

Then by 1996 to 1997 they were beginning to run up against that ten-year deadline and shifted dramatically to
development program and bringing all of those ten years of finds on production.

My point isthat you cannot extrapolate that kind of growth curve because that represents the results of that ten years
of intense virgin exploration.

The most striking thing again isthe purpleline, imports from Canada. And you can see that that has been the supply
that's solved our gas problem.

There are forecast declines going forward. The most dramatic of those is on the Texas shelf. And one other thing
that has occurred here, as many of you know, is, in order to maintain production as well asit has been maintained,
technology has been devel oped that has enabled the producers to exploit more and more rapidly. So that today, in
onshore Texas, thefirst year decline rate of our new gaswellsis running something of the order of 50 to 56 percent.
The Gulf of Mexico isrunning 40 to 50 percent. Canada has now risen to over 40 percent. In fact, Canadais seeing
atotal decline rate of about 25 percent per year in their gas production. So it isavery dynamic, rapidly moving
escalator that, when it turns, drops very rapidly and leadsto the kind of forecast that | have presented to you.

Figure 11 isthefinal slide on the U.S. gas supply situation. Thisisthe monthly production in billions of cubic feet a
day going back to 1990. This coversall of the lower 48 states, the shelf in the Gulf of Mexico, and all of Alberta,
the bulk of our North American gas supply.

What | have shown hereisthat if we had not added any new wells, beginning the first of 1998, total annual
production from that entire region would have declined about 13 billion feet aday or roughly 20 percent. We think
that has now accelerated. We have not been ableto get all of the data yet to bring this forward.

That means you have got to find and bring on stream every year production roughly and the same order of
magnitude as the total Gulf of Mexico or alittle bit less than the total production in western Canadaif you have any
hope of maintaining total gas production.

Obviously, that can't be done.

In summary, what | have presented to you is a picture of very tight oil and gas supplies, great contrast with the
environment we have enjoyed the last 12 or 14 years, one in which we are going to have rising prices to restrain
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consumption to match adeclining total supply. It will have an impact on the economy, with al of the rising imports,
a magjor pressure on what is already avery hard to sustain, long-term trade balance problem.

And this requires doing everything possiblein order to develop as much as we can in terms of total domestic
production of both oil and gas. | think of that as a North American policy because those are secure supplies of
energy for us.

One other quick comment | would like to make, in the short-term picture, we are very much affected by what's
happened since September the 11th. Inall of our experience and our work, we think the current soft oil prices and
relaxed view with regard to oil supply isvery irrational in relationship to the facts.

| went to live and work in the Middle East and Saudi Arabiafor the first timein 1948. | have followed it closely
since. And the Middle East has become very complicated for us and is going to be much more complicated in the
future. For aimost 50 years, our Middle East policy was basically our national energy policy. That was, number
one, to maintain total military control over the region, to have the Arabian Gulf be our lake.

For 40 years of that 50 years, that was aimed at keeping Russia out, which we did very effectively.

The second part of that policy was because there is no way for the industrialized world to do without that Middle
East oil, we wanted as much political stability in the region as possible. Pragmatically we concluded that the most
achievable stability was for no one of the five major power centersin the region to become too weak or too strong,
Egypt, Israel, Syria, Irag and Iran, and we were very successful with that policy.

If it became necessary, we switched sides so ho one got too weak or too strong, as we did in the long-running Iragi-
Iranian war. Now the cold war is over, and the fact you do not have asingle Arab nation in that part of the world
that has a representative government and with today's world, with information being transmitted to everyone, we
have explosive situationsin nearly all of those countries.

In our view, the conflict is not primarily areligious conflict, because three of your major rulersin that area are
secular inlrag, Syria, Egypt, but it is more an attempt for more participation in government by may elements of the
population in particularly directed toward what has been avery oppressive and corrupt government for many years
in the government of Saudi Arabia.

We are viewed as one of the major sources of support keeping that government in power. Revolutionary efforts are
supported by many elements of Saudi society, who have given up on any other means of achieving some
participation in government there.

I would like to make two other quick comments. To understand the Middle East, visualize what North America
would belike if all of the original native Indian tribes were still in place with all of their original territories. That is
the way the Middle East has been for the last several thousand years.

Irag, for example, isvery complex, at least twelve historical competing tribes. 1f you took out the ruthlessBathist
Party government, you would immediately have a Balkans type situation.

The other mgjor long-term conflict is between the Arabs and the Persians to control that part of the world
represented primarily today by Irag/Iran. And to control that part of the world, you need the Saudi oil reserves. So
no matter who runs Saudi Arabia, whether it is a continuation of the current government or a new revolutionary
government, they would be seeking our support for protection against Iraq or Iran, who would be moving to control
the Saudi reservesin order to have magjor control of that part of the world.

My point is that iswe are now in avery different kind of world, insofar as energy, security and supply are
concerned, which places even more emphasis on doing whatever we can to conserve and to increase our domestic
production. Thank you.

MR.OLTZ: Thank you.



(Applause.)
MR. GROPPE: I'd be happy to answer any questionsif you have time.
MR.OLTZ: I think we can alow questions. Nancy.

MS. JOHNSON: Yes, Nancy Johnson, Department of Energy. | was struck by your statement that we do all we
can to develop domestic oil and gas resources. Also, when | looked at the curves that you had on the chart in terms
of the future, all of it was abit depressing. Everything was going down in terms of U.S. production potential.

From your perspective, isthat because of the business as usual approach on behalf of industry and government?
Would it be different? |sthere some way we can focus ourselves to change those curves? How do you reconcile
your curves with the downward decline? Y ou know, go get more?

MR. GROPPE: I'm getting alot of feedback, so | didn't hear the last part of that. Reconcile with what?

MS. JOHNSON: Again, your curves are showing U.S. production going down. Y ou are saying we need to do
everything we can to get out and produce more of our domestic and North American oil and gas resources.

MR. GROPPE: Right. The production decline curvesthat | have presented were based previously on the kind of
access that we now have in terms of past policy. If there were access to other areas that were not available for
exploration, that rate of decline would be slowed accordingly, depending on what kinds of discoveries were made.

Wedo all of thiswork on aregional basis, and we assumed a continuation of all the past leasing policies. We
assumed no access to any of the offshore East Coast. We assumed no access to the eastern part of the Gulf and no
changesin accessto the federal lands throughout the west, which represents another major resource area.

MR.OLTZ: Sir?

MR. GALVIN: Pda Galvinfrom the State of Alaska. What do you see, although it's further, tell me your time
lines, isthe viability of Alaskato the lower 48 natural gas pipeline and impacts on domestic reserves?

MR. GROPPE: A good question. We think the most economic and likely accessto Alaskan’'s gas reserves will be
through incrementally northward expansion of the Canadian pipeline infrastructure to the McKenzie Deltathen to
their Artic regions and then to Alaskain perhaps seven to eight years. With Canada’ s twenty plus percent annual
declineratein their base natural gas production the northern gas will be needed to slow the rate of declinein exports
to the United States.

MR. CALDWELL: Mr. Groppe, in light of declining gas production, why are they building all these emergency
generating plants? What isyour outlook on that?

MR. GROPPE: One of the reasons for so much of that building was the National Petroleum Council's study on
future gas supply, which came out a couple years ago, and came up with the conclusion that we could have a 30
trillion ayear gas market in the U.S. by 2010 and that with continually improving technology, that that could be
done at pricesroughly in the $2.25 + $2.50 per MMBTU range.

With that kind of resource availability, assumption, this was the logical thing to do, more environmentally benign
than other choices, lower capital costs, you can do it quickly, useit for peak load serving. And so the electric utility
industry used that assumption and went forward with it.

Most of these newer combined cycle units have approximately higher efficiencies than the older conventionally fired
boilers. So all of those new unitswill be able to pre-empt their supply and take it from the other less efficient, older,
large boiler installations, which in the intermediate term will have to substitute fuel oil. That isthe way the system
will be balanced in the short-term.
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That means gas prices will have to be at parity with fuel oil prices, whatever those will be with the future oil prices.
It means more requirements for oil, more imported oil than would be the case otherwise. And then over timein the
interplay in the marketplace, we will move toward the most economic, long-term fuels for power generation, clean

coal, getting back to nuclear, whatever evolves as the most economic source of fuel for power generation.

We think that would tend toward gas prices getting up to the $5 to $6 range several years out but then beginning to
come back down after you start expanding these other sources. Inthetotal picture, we use almost half of our total
energy usage in the U.S. for power generation and, of that, about 50 to 55 percent is coal, 20 percent is nuclear, gas
isasmaller portion, 12, 14 percent, but it's the swing portion.

MR.OLTZ: Mr. Kelly.

MR. KELLY: Paul Kelly, Offshore Support Industry. Mr. Groppe, later on in the program, we are going to have a
panel on the prospect for additional LNG imports into the United States and a report on various projects under
consideration. How do you see LNG fitting into the mix as we go forward?

MR. GROPPE: Good question. Our anticipation would be that with the kinds of forecast declines | have shown
here, we'll seeincreasesin LNG importation but probably not to the kinds of levelsthat have been forecast during
the last year or two because, in order to get the base load business you need from major new projects you would
have to get long-term electric utility contracts.

It's hard to visualize that electric utilities would be willing to sign 15- to 20-year contractsfor LNG and be
committed to whatever that landed delivered price to the utility might be, let's say it isin the $3.50 to $4.00 range
delivered to the utility, when they are competing with others who are generating power fromcoal and nuclear that
have probably half that fuel cost.

So continued growth in LNG, particularly to supply the high-valued uses, but not the kind of expansion that people
will be visualizing to serve that large portion of our energy usage for power generation.

MR.OLTZ: Onemore question, | think. Any other comments here? Jack.

MR. CALDWELL: Mr. Groppe, | have one more question. Y ou haven't specifically mentioned Russia. What is
your outlook for Russian production in the future?

MR. GROPPE: Right. One of my partners has been working in provincesin Russiafor the last three or four years.
We have followed this closely. The consensus seemsto be, if all of the conditions areideal, if you get the foreign
investment capital which you need, if you solve the infrastructure problems, if you get access to the services that you
need that you should be able to see a net total increase in former Soviet Union production of about 3 million barrels
aday during the next ten years.

And keep in mind that's alarger addition of new production, but their base production is declining all thetime. Soit
ends up being anet 3 million barrels aday, and that's about 300,000 barrels aday during ten years, and very
significant to Russia, significant to us, but it doesn't make that much difference in the kind of long-term balance |
was presenting to you, doesn't solve the world oil supply problem.

MR.OLTZ: Mr. Groppe, | thank you very much. That was one of the more interesting presentations | think we
have heard in awhile. I'm very enthused about what you had to say. From somebody who is on the rubber chicken
circuit, alot of thiswill comein handy. | appreciate that very much. Thank you.

MR. GROPPE: Thank you. We'll see what unfolds herein the next year or two. Fascinating time.

MR.OLTZ: Well now take a 15-minute break. We'll hold tight to that and finish up the morning schedule. See
youin 15.

MR. OLTZ: The next speaker is going to be Walter Cruickshank. Thisis about management improvement. | hold
him to some sort of a scale and try to measure each year whether management has improved or whether his
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management hasimproved. We are always happy to hear from him. He's going to talk to us about the national
energy policy. Walter, welcome.

MR. CRUICKSHANK: Thank you, Don. | alwayslook forward to hearing your introductions of me. Y ou have
something exciting to say at the time.

NATIONAL ENERGY POLICY —WALTER D. CRUICKSHANK

MR. CRUICKSHANK: I'm going to talk briefly today about the national energy policy. Last timewe met, | also
covered thistopic. | also spoke about what isin the President's plan. Today, | will provide a cursory summary of
the President's plan and spend most of my time focusing on some of the actions MM Sis taking to implement that

policy.

| also bring regrets from congressional staff. Congressisstill in session. They are struggling to make up for lost
time from being locked out of their offices over the last several days and over the last couple weeks. | will also try
to bring you up to date on what is going on in terms of energy legislation.

The President’'s National Energy Policy isfounded on the analysis that shows there is afundamental imbalance
between supply and demand in this country. Over the next 20 years, oil consumption is expected to increase by
about one-third and natural gas consumption by about one half. Demand is projected to be nearly 50 percent more
than domestic production 20 years hence.

It was in this context the President asked the Vice President to form a national energy policy development group to
help bring together business, government, local communities, and citizens to promote a dependabl e, affordable and
environmentally sound supply of energy for the future.

Like so many other things, energy policy has taken on anew dimensionin light of the September 11th events. |
think energy policy will remain in the forefront of discussion in Washington going into next year regardless of what
happens to energy prices thiswinter.

On May 17th of thisyear, the Vice President's energy policy development group issued its report to the President.
Secretary Gale Norton was part of that group, as were several other cabinet secretaries and agency heads. The report
contains about 105 recommendations, half of which deal with conservation and environmental protection; the
remainder with energy supply, infrastructure and energy security. About 20 of those recommendations require
legislation, the rest to be carried out administratively.

Of the 105 recommendations, about 11 of them are directly relevant to MMS. Obviously, implementation of the
National Energy Policy istaking place across government. The Department of Interior will be taking a bottoms-up
approach toimplementing the NEP. Each of the bureaus that deal with the energy issues have put together their own
individual plansin trying to carry their actions forward. Clearly, there are some issues that cross bureau lines, and
those are being dealt on a departmental level or on a government-wide level rather than with any sort of individual
bureau plan.

MMS has about 23 itemsin our National Energy Policy implementation. Many of these are part and parcel to our
core problems, and you have already heard about some of them and will continue to hear about others during the
course of these two days. On thoseitems, | will be very brief, as you will hear about them in more detail. | will
spend more detail on some of the other items you won't be hearing about elsewhere.

The central purpose of the MM S and NEP was the recommendation and approval of exploration and development
plans on predictable schedules. We have several actions under this recommendation. Oneisto hold the remaining
salesin the current 5-year leasing program. Asyou will hear from Chris Oynes tomorrow, we did have the Western
Gulf salein August, avery successful sale, and we are on schedule for two more lease sales under the 5-year
program, the Eastern Gulf sale in December, Central Gulf salein March of next year.

We also will complete development of our new 5year program from 2002 to 2007. Ralph covered that ably this
morning. So | won't mention any more about that.
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Finally, we are trying to move forward with exploration development plans on aregular basis throughout our
program but call particular attention to the plans for Liberty, Offshore Alaska. That will be the first proposed
development entirely on the federal OCS. That is expected to obtain 120 million barrels of recoverable oil. 1'm sure
John Goll will cover that in more detail tomorrow.

The second magjor area of interest to usin the President’s policy was recommendation to consider economic
incentives for environmentally sound offshore oil and gas development. MM S has responded to this with avariety
of programs for both new and existing |eases.

First turning to new leases. We have instituted over the past year some royalty suspension programsin the Gulf of
Mexico. Oneisthe Deep Water Royalty Relief Program, but the mandatory provisions of that act expired in 2000.

What we did for the 2001 | ease sal es was continue the program on a slightly different basis. We are offering royalty
suspension on 9 million barrels of oil equivalent per lease in water depths of 800 meters to 1600 meters and 12
million barrels of oil equivalent per leasein 1600 meters of water and greater. Thisisalittle different than the 1975
act, which provided royalty relief on afield basis unless substantially larger volume.

The current program obviously isin 800 meters of water depth and greater.

We also planned to offer supplemental royalty relief in water depths of 200 meters or more where the owner
demonstrates some additional relief may be necessary to bring marginal discoverieson line. Thiswould go in place
either for leases that had no royalty relief from their original |ease term or those offered this past year in the future
lease sales that had some royalty relief that may not be sufficient to bring new developments on line.

We will allow companies to comment and to make a case when they need additional relief in order to bring their
discovery on line; and if they provide a convincing case, we would offer some royalty suspension.

In order to put that program in place, we need to complete arulemaking that was started some time ago, and we
expect afinal rule to take place before the end of the year.

In addition to deep water royalty relief, we have also in the past year introduced a new program for royalty relief for
deep well natural gasin the shallow waters of the Gulf of Mexico.

Thisisfocused on natural gas produced from wells with atotal depth of 15,000 feet or more.

Therationale for this program was that 1ooking at the NPC study and various other projections, it showed a great
deal of natural gas was going to be needed in the upcoming years, but alot of new sources of natural gas people
were looking at deep water Gulf of Mexico or the North Slope of Alaska and Canada. Those sources might be
several years out in the future, and there weren't alot of new areas where one could bring in gas relatively quickly in
the meantime.

The deep wellsin offshore Gulf of Mexico offered an opportunity to try and jump -start some activity in an area that
has been relatively unexplored and technologically achallenge. If oil iswelled and discoveries made, it can betied
into the existing infrastructure quickly.

To beeligible for this royalty release, your well must have atotal depth of 15,000 feet or more. Production must
start within theinitial 5-year term of thelease. In that case, you would receive royalty relief on the first 20 billion
cubic feet of natural gas produced. Thispolicy was put in place both in Gulf of Mexico lease saleswe have held in
thisyear, and we expect to hold that in future lease sales.

We are also considering an incentive for natural gas production from deep wells from existing leases that were
issued prior to the salesthisyear. Relief will be similar in form to what was done for future new |eases.

In order to do such an initiative, we need to go through arulemaking process, which has not yet begun. If thereisa
decision to proceed with thisinitiative, we should expect a proposed rule probably earlier next year.

26



Another areawhere we have anumber of initiativesin the NEP isto try and expedite permits and other such actions
that are necessary.

The day after issuing the National Energy Policy Report, the President issued an executive order calling on al the
federal agencies to rationalize permitting for energy production in an environmentally sound manner by directing
federal agenciesto expedite permits and other federal actions necessary for energy-related project approvalson a
national basis.

One of the things we want to do within MM Sisto try to work with other agencies who have arolein the permitting
process of the OCSto seeif thereisaway to try and streamline those processes. So we can look at various
proposals alittle more rapidly than we do now. Also, to try and help streamline things we are considering now, the
issue on floating production storage and offloading systems in the Gulf of Mexico.

FPSOs are a means of devel oping deep water discoveries and have been used elsewhere in the world but have not
been introduced in the Gulf of Mexico yet. And we have been looking at those issues also and on problematic levels
in the Gulf to determine if FPSOs are something we would consider for individual developments. We expect a
decision on this before the end of theyear. And if it isapproved, then folks will have to comment on their

individual projectsthrough the normal approval process.

Other ways we hope will help streamline our process are the plansfor E-Gov. We already talked about that this
morning. | won't go into that in any more depth other than to say we are hoping, through electronic submittal of
information and electronic distribution, all the regulatory reviewing agencies will be able to use these tools to further
streamline our business process.

Another area of the President's policy callsfor research and development in anumber of areas, including enhanced
oil recovery, improved exploration technology, and improved pipeline safety. It also callsfor doing thisresearch in
partnership with public and private entities.

At MMS, we have the Technology Assessment and Research Program that isactivein all of these areas. Itis
considering projectsin its current cycle for extended reach and multi-lateral wells, for sefety-related technology, and
on pipeline safety. And the program continues to operate through partnerships with universities, private companies,
and government laboratories.

The President's policy also directed the Secretary of Commerce and Interior to re-examine the current federal legal
and policy regime to determine if changes are needed regarding energy-related activities in the setting of energy
facilitiesin the coastal zone and on the OCS. We have been and expect to continue working with commerce on
issues relating to coastal zone consistency, aswell asthe new Marine Protected Areas Program.

| didn't mention other itemsthat aren't directly related to the offshore program, but they are important elements of
the President's policy and affect our Minerals Record Management Program at MMS. The National Energy Policy
Report recommends making additional resources available for the Low Income Home Energy Assistance Program in
addition to increasing that basic appropriation this past year.

The President's policy calls for the Administration to decide whether to resume delivery of RIK oil to DOI for SPR,
Strategic Petroleum Reserve of oil and gas, on the assumption when prices are high, federal |ease revenues increase
quite abit and a portion of those additional revenues could be redirected into the energy assistance programs. We
have had discussions with both OMB and Department of Health and Human Services where the LIHEAP program
resides and are working on proposed | egislation so the opportunity arisesto introduceit.

In addition, as Tom mentioned briefly this morning, the President's policy calls for consideration of restarting the
1999-2000 program where about 28 million barrels of royalty-in-kind oil in the Gulf of Mexico was transferred into
the Department of Energy for use in filling the strategic petroleum reserve.

The President's report specifically calls for that determination to be made after all of the oil has been delivered to the
Department of Energy. But what the Department of Energy did upon receiving our barrelsin '99 and 2000 was they
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then exchanged those barrels for other barrels of oil that met their quality specifications and will be delivered at
pointsin the future. At this point, not all of those contracts have beenfulfilled, and the DOI is not expected to have
al of that oil in the ground until the end of next year. Because of events on September 11th, the timetable for this
issue has moved up, and the administration is currently looking at thisissue.

We have been along with DOI providing information to the National Economic Council and OMB so
Administration can make a decision on whether they want to restart this particular program.

Outside of MMS, | mentioned, as well, there are issues that sort of cut across bureau lines. The department is
looking at trying to streamlineits own internal processat MMS. Thereisan internal task force chaired by the
Department Secretary and consisting of senior managers from each bureau determining how we can make some of
our own internal permitting processes work more efficiently.

Some of the items we are looking at include National Environmental Policy Act compliance, application processes
for energy rights-of-way, consultations in the Endangered Species Act, and consultations for historic and cultural
resources under the National Historic Preservation Act. Most of these issues are usually more controversial onshore
than off.

Stepping back even further, thereis an effort being made to try and streamline permit reviews. The same executive
order that calls for rationalizing permitting established the Council of Environmental Quality, and the goal of this
task forceisto try and expedite permit reviews and the completion of major energy projects.

At the end of August, CEQ issued a Federal Register Notice calling for input on what sorts of issues they should be
looking at, calling for specific processes and specific projects that they should put on their agenda as they do their
work over the next year. That Federal Register notice closed the beginning of this month, and the CEQ task force
has really just been formed, just got put together in offices about two weeks ago. So they are starting to go through
those comments.

Interior did suggest several major energy programs, projects on federal lands that might be of interest, as well as
some of the processes that might be worthwhile for CEQ to take alook at. We expect to hear in the near future what
CEQ's approach is going to be.

That kind of wraps up what we are doing within executive or within MM S Department of Interior on implementing
National Energy Policy.

| want to turn briefly to the energy legislation. The house passed H.R. 4, the securing America's Future Energy or
Safe Act back inJuly.

I'm going to briefly walk through the provisions of that bill that deal with MMS. I'm going to limit it to the MM S
related sections because it'sis afairly substantial bill, which | could probably take two days to read and we would
run out of time. Then I will touch briefly on the status of energy legislation in the Senate.

There are several itemsin H.R. 4 of specific issueto MM S and to this Committee. One deals with deep water
royalty relief, royalty relief in general, from both deep water and marginal wells.

With respect to deep water, H.R. 4 callsfor atwo-year program of royalty relief in the central and western Gulf that
would set royalty suspension volumes of 5 million barrels of oil equivalent per lease in 400 to 800 meters of water; 9
million barrels of oil in 800 to 1600 meters; 12 million barrels of oil in 1600 meters of water or more. Those latter
two categories, 800 meters and deeper, basically codify the program we have had in place for the past year. But
then it does add the 5 million barrels royalty relief in 400 meters to 800 meters of water.

In addition, the bill calls for the National Academy of Sciencesto take alook at thiswhole issue of deep water
relief. It callsfor the Academy to review the various assessments of undiscovered resourcesin the Gulf of Mexico;
compare the financial terms of OCS leases to those of other areas with vibrant offshore programs, particularly West
Africaand Brazil; calls for the Academy then to recommend appropriate financial incentives for Gulf of Mexico
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leases, not just in deep water, but in al water depths, and report back to Congress of the findings and
recommendations within six months.

With respect to marginal wells, H.R. 4 provides royalty relief for marginal wells when oil prices dip below $15 per
barrel for oil for 180 consecutive pricing days or when natural gas prices are below $2 per million Btu's for 180
consecutive days.

The provision goes on to define marginal as being 30 barrels per day of oil or 120 million Btu's per day of gas
onshore or 300 barrels and 1200 million Btu's offshore.

Thishill isthefirst time | have actually seen someone try to define what a marginal well is for offshore. Beyond
setting this definition of marginal production and these price thresholds provisions, H.R. 4 actually gives no other
guidance at all on either how or how much to reduce royalties or what to do when prices go back up above those
price thresholds. If this provision were to pass, it would appear the Secretary would have substantial discretion to
design a program to implement this provision.

| would also note that those price thresholdsin H.R. 4 are ones that would not necessarily be easy to meet going
back to January of 1986 when daily oil and gas prices were readily available. That $15 price threshold has never
been met. And for natural gas, the $2.00 per million price threshold was last met in 1994 and early 1995.

Another section of H.R. 4 relates to subsalt activity in the Gulf of Mexico. In particular, it allows the Secretary to
grant a suspension of operationsto allow for the reprocessing and interpretation of geophysical datafor the purpose
of identifying drilling objectives beneath the subsalt sheets, beneath the subsalt layers.

Our typical suspension programs have required that awell be drilled before you can become eligible for suspension,
unless certain other criteria have been met that are beyond control; but, in the case of subsalt, there has been some
real issues with being able to interpret the geophysical and seismic data because the salt sheets themselves distort
that data and make it quite a bit more difficult to get ahandle on what you are looking for beneath the salt layers.

Rather than for someone to drill awell within the primary lease term, just to keep the lease going, this provision
would allow usto grant suspensions for the purposes of reprocessing and re-interpretation of whether it was going to
be headed in the direction of drilling a subsalt well.

Legislation is not required to be able to do this. And, within MMS, we are considering arule to try and accomplish
the same thing. So there may be a proposed rule in the future on this topic regardless of what happensto H.R. 4.

Another provision of H.R. 4 that isimportantto MM, though perhaps not as relevant to this Committee, isafairly
substantial provision on royalty in kind. Asyou know, MMS has been running some royalty in kind policies for the
last few years, and they are based on very skeletal authority that existsin the OCS Lands and Mineral Leasing Acts.
This provision would flesh out that authority for a 5-year period and in particular would give us authority we now
have through land appropriations bills to pay for transportation and processing of the oil and gas we take in kind out
of the proceeds of RIK sales. Thiswould allow usin essence to move the production we take to the market centers
where we can get the best price and also take advantage of our position to try and get some better transportation and
processing the deal. Soitisavery, very key provision for MM S in order to get the best return to the treasury out of
the RIK program.

The provision will also codify certain current practices, including making it clear the lessee is responsible for
placing production in a marketable condition before delivering to MM S and, also, once the proper volume of royalty
in kind has been delivered that the royalty obligation has been fulfilled. It also will say that we should only do RIK
when the Secretary determines the benefits of royalty in kind are at least as great as those of a comparable royalty-
in-value program.

It calls for an annual report to Congress on the RIK program; and if we were to do onshore RIK beyond the current
pilot in Wyoming to consult with the state and allow some delegation of RIK authority to those states.
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Finally, H.R. 4 has aprovision for research for ultra deep water and unconventional gas technology research,
development and demonstration. It calls for the Department of Energy to establish aresearch program in these areas
and in particular to establish aresearch organization through a competitive solicitation process. Once selected, it
would then be this research organization's responsibility to award grants for conducting research, 15 percent of the
moneys available in this program for environmental mitigation technologies for resources in unconventional
reservoirs, defining unconventional being onshore. It does also include methane hydrates.

It calls for another 15 percent to be spent for exploration, production and environmental mitigation technologies for
ultra deep water, which is defined as greater than 1500 feet; then at afull 60 percent of the moneys that are available
would go for developing and demonstrating the next generation of architecture for ultra deep water devel opment.

The remaining 10 percent would go to the National Energy Technology Lab and the U.S. Geological Survey to
conduct long-term research. The function of this program would be subject to appropriations. That simply
authorizes money.

It does not provide money outright, but it would include a $900 million loan that would be repaid from lease
revenues on ultra deep water |eases, as well as authorizing up to 7.5 percent of all federal oil and gas |ease revenues.

There are avariety of other provisionsin H.R. 4 that may be of interest to you. There are anumber of provisions
related to onshore gas programs and BLM tax provisions. 1'm not going to through those today.

With respect to the Senate, they have energy legislation under consideration, but it's not clear when they will

actually bring something to the floor. Both republicans and democrats introduced energy legislation for the Energy
and Natural Resources Committee very early in the session of Congress, but as things have played out more
recently, the Senate mgjority has decided not to have committee hearings or committee markup on energy legislation
but rather bring an energy bill directly to the floor.

At this point, Senator Benjamin, the Chairman of the Energy and Natural Resources Committee, and his staff are
putting a bill together for the majority leader, Senator Daschle, to bring to the floor at such time as the majority
leader isready. That bill isnot fully drafted yet. Senator Benjamin has said it will take seven to ten days after the
senate offices are reopened before he will be able to provide abill to Senator Daschle.

In the meantime, the minority side on the Senate has also drafted an energy bill to bring up on the floor. My
understanding is that that bill has been completely drafted but not yet introduced.

So, at thispoint, it is not clear when Senate energy legislation will be brought to the floor, but it seems unlikely it
will happen this session simply because of the number of appropriations bills that still need to be passed, as well as
some of other security legislation that is before Congress. All of those will take a higher priority than energy
legislation. So it might not be until early in the next session where the Senate will take up this legislation.

And, with that, | think | have come back on schedule. 1'd be more than happy to take any questions.

MR. OLTZ: Thank you, Walter. Arethere any questions? Paul Kelly.

MR. KELLY: Paul Kelly, Offshore Support Industry. Walter, going back to the incentive for deep water gas
drilling on the shelf, | think that bidders received that initiative very well in the last two |ease sales in the Gulf of
Mexico, central and western Gulf sales thisyear.

Asyou indicated, MM S intends to issue a rulemaking that would apply the incentive to existing leases. The
advantage to that is that it would -- it would encourage drilling below 15,000 feet from infrastructure that already
exists, | mean platforms and pipelines, and indeed might extend the active and producing life of that infrastructure.

So | think that's avery positive move.

Y ou mentioned that there will be arulemaking initiated in January of '02. The question | had for you is. Will that
rulemaking be done on a business-as-usual-basis or will the encouragement of expedited permitting that are included



in the National Energy Plan and in the President's Executive Order be applicable to this ruling and maybe accelerate
the process some? And if not, what would be your estimate on how much time it might take to make that ruling
effective?

MR. CRUICKSHANK: Onething | havelearned in my yearsin government is never predict how long a
rulemaking process may run. | have seen rules get out in final stage as quickly asfive or six months, and | have
seen them take five or six years. With respect to the rulemaking process, the Administrative Procedures Act still
applies, and clearly we would need to do everything required by law in the rule-making process.

That said, | think alot of what would happen between the time a proposed rule isissued and afinal rule comes out
really depends on what issues come up in comments, whether there are issues there we need to think through or talk
through with decision-makers; but if there are not alot of comments so that afinal rule might look very much like a
proposed rule, that is something we would be able to do much more quickly. It really kind of depends what issues
come up during rulemaking process as to how quickly we can move.

MR. KELLY: Thank you.

MR.OLTZ: Sir.

MR. SIMS: I'm Earl Sims representing |ndependent Producers. | would make a comment about OCS royalty
policies and our working with the MM S on them. There has been absolutely no lack of openness and dial ogue and
engagement on deep water royalty relief and shelf royalty relief, and we certainly are excited looking at the deep gas
coming in January, aswell. We have not agreed on every aspect of royalty policy. We have certainly felt we have
always had agood dialogue with the MM S over those matters and ook forward to that continuing in the future.

My question for Walter is: With regard to your engagement with the National Oceanographic and Atmospheric
Administration over CZM policies. Do you have a particular timelinefor that? There are alot of stakeholders
around the table on CZM policies, particularly in consistency. Do you have a meansin mind of opening that
dialogue up in terms of looking at those policies, and what is your timing, and do you have a processin mind?

MR. CRUICKSHANK: Nothing specific at this point. The Department Secretaries of the two Departments have
met. We are kind of expecting thisis an issue that the CEQ task force will get involved in. Since that task forceis
just starting up, we are not quite sure what their deal is going to be, how we are going to tackle those issues. We are
kind of waiting for the CEQ to get underway before we move forward on thisissue.

MR.OLTZ: Any other questions? The closing session this morning is on the Hard Minerals Subcommittee
meeting. We have an update from the chairman of that committee, Larry Schmidt.

HARD MINERALSUPDATE — LAWRENCE C. SCHMIDT

MR.SCHMIDT: Thank you very much, Mr. Chairman. As per our custom, the Hard Minerals Subcommittee met
just prior to the formal meeting of the OCS Policy Committee. We met Monday evening in this hotel, and we have
had representatives come that are members of the subcommittee, plusit's an open invitation to all other members of
the Policy Committee and other interested folk in the area of beach nourishment and hard minerals. We had state
representatives from Massachusetts, Rhode Island, New Y ork, New Jersey, Alabama, Virginia. We had some West
Coast and Alaska representation from members of MMS staff.

Our normal format for these meetingsisto get areport from Carol Hartgen, who heads up INTERMAR and is
responsible for the sand and the hard minerals program at MMS. Carol gave us avery good report on activities that
have transpired in the last six months.

And | think that the first thing that we always like to do islook at our score card in terms of, you know, how much
federal sand has been conveyed over the last six months or ayear as part of this program, sand from the offshore.
And within the last six months, the Minerals Management Service conveyed 1.8 million cubic yards of offshore sand
to the National Park Service for Assateague Island in Virginia and an additional hundred thousand cubic yards of
sand to the State of Maryland adjacent to Assateague.
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Previous conveyances over the last couple years have been in the State of Florida; in South Carolinaand Myrtle
Beach; in Virginia, both with Virginia Beach and the Navy at Dam Neck; and the State of Maryland.

Currently there are pending requests from the State of Virginia, from the U.S. Navy, City of VirginiaBeach and, in
conjunction, some of the work that is being done in this area by the Corps of Engineers. Itisall in the area of
Virginia Beach, Sandridge, and Dam Neck. So thisisthe hot areafor MM Sto look at moving sand from the
offshore onto the beaches for beach nourishment purposes.

There are also local government requests in Louisiana from Holly Beach, | think it isCameron Parish, that is
pending. And the large project they have been looking at there is Ship Shoal over the last couple years.

In addition to the conveyances, MM S still gets a small amount of money to work with the states in cooperative
programs to gain information on offshore sand resources and impacts, and the current co-op program is working
very well mostly with the geologic offices within state government.

Andright now itisin Virginia, New Jersey, Maryland, Alabama and Florida. Minerals Management Service just
completed a study/final report entitled Examination of Regional Management Strategies for Federal Offshore
Borrow Areas along the United States East and Gulf of Mexico Coasts.

Thisisavery important first step because it is the recognition that we should not be looking at just project specific
impacts, that alot of these areinterrelated, and | think the activities around Maryland and Virginiaare very critical
in bringing this point home.

Thisreport has a series of recommendations and also a plan for implementing regional sand management. And |
think it's avery important step in recognizing the way to approach these issues are regional and not just throwing
sand on the beach at an emergency situation.

And through the Environmental Studies Program, the MM S will soon be funding an environmental investigation on
the use of shoals off the State of Maryland, specifically looking at the impacts on Bentos and Finfin. And thisis
going to relate to working in the future with the National Marine Fishery Service on the question of essential
fisheries habitat.

Hopefully this study will have applicability to other shoal areas on the East Coast and Gulf of Mexico so the results
will be transferable in terms of dealing with fisheries issues with respect to borrow areas and sand mining.

On another front, MMS has just finished a monitoring design study. Thisisadevelopment of protocols on how to
monitor long-term cumulative impacts of sand mining. And thisis going to be followed up with afield test in the
next year, and the candidate site is Sandbridge, Virginia, because so much work has been donein that area. Thisis
very important to MM S because it will give good baseline, long-term impact analysisin a monitoring protocol that
isscientifically defensible.

A lot of thisand ahalf that has been devel oped over the last two or three years by INTERMAR and the states are
going to be represented at the MM S annual information transfer sessionin New Orleansin January. Asa matter of
fact, onefull day will be devoted to sand and gravel, both the biological and also the physical processes so that, for
the first time, the information transfer sessions will not simply be limited to oil and gas technology but also bringing
into the fold the sand and gravel activities.

And, asafollow-up to that, Carol and her staff are working with some of her contractors and some of the folks that
haveinterest in thisfield to prepare a series of journal articles that will be peer reviewed and hopefully be placed in
the Journal of Coastal Research in the fall of 2002.

So we are starting to get some of the benefits that are coming out of MM S investment into the scientific community.
That is | think very healthy in terms of gathering knowledge and then sharing it with others.



On adifferent subject, MM S s starting to gather information on artificial reefs throughout the coastal waters. Many
states, | know New Jersey has a series of artificial reefsin federal waters that have been permitted by the Corps of
Engineers. Thisrepresents apotential spatial conflict in terms of sand resources and utilization of the ocean bottom
for artificial reefs. They aretrying to get a database now and address this as an issue in the future that is something
that has to be balanced in terms of overall ocean policy, ocean governance, how we work those things out.

Thefield trip we had yesterday, half of it was the afternoon. Part of it was devoted to the State of Californiaand
some of the problems that they are having with their coastal beaches and coastal cliffs and erosion and the need for
beach nourishment.

And it was driven home very clearly to those of uson that field trip when we got to Solana Beach that there are
issues there very important to the State of California. Thefield trip had to be scheduled in conjunction with alow
tide because, if it wasn't, we'd be in 2 feet of water, and the waves would be lapping up at the bottom of sea cliffs.
We got there during alow-tide situation and were able to see, not only some of the erosional failures, but also what
Government is doing in responding very innovatively. | have to give credit to the State of California. They have
been ableto create structures, retaining walls that to the outside eye would look like the natural cliff face. They
have done avery, very good job of disguising 30-foot high seawalls.

In conjunction with that, the Minerals Management Serviceis just starting discussion with the State of California
regarding potential offshore sources of sand for beach nourishment, which is desperately needed. The problemis, in
California, aswe all know, the outer continental shelf drops off very close to the coast; so thereis very limited
opportunities. Unlike the East Coast where sand resources or deposits could be anywhere from three to 20 miles off
the coast in huge quantities, thisisamuch more limited exercise.

And the State of Californiais also starting to do amaster plan for erosion and beach nourishment and control of the
processes aong the coastal ocean, and | think they can work very cooperatively with MM S on potential possibilities.

When | get done with my comments, | will maybe ask Brian Baird, my counterpart from the State of California, on
what they are doing to supplement what was in the field trip.

One of the things that our subcommittee is doing is we have created a small group consisting of myself, George
Banino, and Barry Drucker of MM S staff to see if we could put together a national symposium on the environmental
impacts of sand mining and the use of borrow areas for beach nourishment.

And we are looking to an entity, possibly the Corps of Engineer's Coastal States Organization; Association of State
Geologists; or the WDA, Western Dredging Association, to help us put this together because there is, not only this
new set of information that is coming out of work being done cooperatively with MMS, but worldwide thereis alot
of information and alot of history of sand and gravel extraction, environmental impacts, especially the United
Kingdom and other parts of Europe, so that it would be an interesting opportunity if we could become the catalyst to
get this symposium created. Thisis an ideathat George Banino came up with about six months ago.

| think we are going to try within the next several months of our small subcommittee to work on thisto seeif we can
get some interest from any entity that may be interested in co-sponsoring it so that anybody out there that could help
uswith potential groupsthat would haveinterest in this.

| would very welcome the information. Couple items | want to convey of somewhat local interest in the New

Y ork/New Jersey areaisthat the State of New Jersey and the Corps of Engineers has completed a major beach re-
nourishment project in Monmouth County, our northern beaches. We have taken about 20, 25 million cubic yards of
sand and placed them on our beaches over the last five or six years.

As part of the overall approval for this project, the Corps has committed to do a major monitoring, long-term
monitoring project of cumulative impacts. And this project was budgeted at over eight and ahalf million dollars
over afive-year period. And the results of that long-term cumulative impact analysis nonitoring have been released
about six months ago by the New Y ork District of the Corps of Engineers.



And, you know, it is difficult because of the credibility issue with the Corps of Engineers, but they say that the
impacts are relatively minor and that the fisheries and shell fish can come back and that there is not major
difficultiesin the long term with fisheries and sand mining co-existing in the same borrow area.

The monitoring study has been subjected to peer review, and | believe there will be a presentation by Mark Burlas of
the Corps of Engineers at the information transfer session in January.

So thereisamajor commitment at |east on one project that shows that the type of monitoring that needs to be done
over along period of timeisvery intensive, it isvery expensive; but hopefully those results are transferable.

Thelast thing | want to bring up this morning, as you will recall, though it'savery controversial issue at the MM S
and the Department of Interior, when a private company in New Jersey, Amboy Aggregates, requested a commercial
lease sale a couple years ago for construction aggregates in federal waters off of New Jersey, Secretary Babbitt
declined to go forward with the |ease sale or the environmental impact statement leading up to the lease sale; but this
did not result in amajor impact in terms of the ability of this company to get sand because, several months ago, my
Department, the Department of Environmental Protection, extended the lease, the commercial dredging license in
state waters within the Ambrose Channel, which is the main entrance channel to New Y ork Harbor.

The company is pulling out aggregates of commercial value from this channel, which is now 2000 feet wide and 60
to 70 feet deep. So thisis providing an extra benefit for navigation in terms of awider and safer and deeper channel.
It is providing the Corps of Engineers with this channel with no federal costs associated with maintenance dredging.
And through the commercial dredging license, the State of New Jersey is getting royalties that extend up to about a
million dollars ayear.

The license has been extended for five years. The company can take up to 12 million cubic yards of construction
aggregate material during that five-year period. And, anecdotally, | have heard within the greater New Y ork,
northern New Jersey metropolitan area, Amboy Aggregate provides more than 50 percent of the material that is used
in public works projects and in construction.

So | think this extension is good news, especially in light of what happened in New Y ork City on September 11,
because there is going to be alot of concrete necessary to rebuild lower New Y ork. So we continually have to have
sources, since the sources on land are diminishing, and the cost of bringing sand and construction aggregates from
greater distances would reflect in higher prices.

So that is sort of good news. The company itself still has along-term interest in gaining access to federal offshore
sand and gravel; but at least in the short term, | think we have been able to find agood solution in state borders.

Mr. Chairman, that is my report.
MR.OLTZ: Thank you, Larry. Arethere any questions or comments?

MR. BAIRD: Mr. Chairman, Brian Baird from California. Just briefly, we are launching a master plan approach to
soil erosion along the entire Californiacoast. For those of you familiar with thisissue, there is no silver bullet with
what you do with soil erosion. Thereisagreat deal of controversy with just about anything you do.

You try to intervene with seawalls or jetties or anything that alters sediment transport along the coast. However,
onethingisclear, particularly down here in the San Diego area, thereis apolicy to begin to look at regional sand
nourishment along the coastline. The State of Californiaisvery interested in identifying any potential sources of
sand.

I think we have sort of written off the outer continental shelf because of the water depth issue, but Carol did come
and speak with us.

There are some areas off the California coastline where there may be some potential. | think the criteria that was
used went out to a depth of 150 feet, which would be alittle too deep, | think, from what | have been told; but
certainly within that, there may be some acceptable water depths.



So we are open to working with Minerals Management Service as we do this statewide plan to seeif there are
opportunities. Most certainly when we do this, we are looking at what issues we have with our current sources of
sand in comparison with these potentially deeper sources.

We are very pleased we have been approached. We are happy to work with Minerals Management Services on this.

MR.OLTZ: Any other questions or comments? After being part of that field trip the other day and finding out
what California considers bedrock when | got shook last night at about five minutes to midnight, | think it was, all |
could picture was what kind of foundation this hotel has underneath it and what it is planted in, how much water was
in that particular sandstone that wasn't too solidified.

Thank you. We look forward to the inventory of shoals, particularly around New Jersey. | think maybe we'll find
out where the famous Jimmy Hoffa Shoal is.

(Laughter.)

MR.OLTZ: Ladiesand gentleman, in the hotel for lunch, there is a pasta bar in the lobby, full service restaurant in
the deli. If you go out of the hotel off of Broadway, head toward the water, you will find some restaurants down on
thewater. If you head uptown towards the Gaslamp Quarter, you'll run into all kinds of placesto eat. We'll seeyou
back here at 1:30. Thank you.

(Adjournment for lunch.)
AFTERNOON SESSION

MR.OLTZ: Good afternoon. Welcome back. We are ready to start the afternoon session. | wastold all morning,
every time | spoke, | did not identify myself. So | guess I'm guilty of not following my own rules. For the record,
for the tape, thisis Don Oltz, the chairman.

I have an announcement regarding our reception this evening. It will be in the Topaz Room from 5:30to 7:30. The
sponsors for this evening's reception are the American Petroleum Institute, Domestic Petroleum Council,
International Association of Drilling Contractors, and the National Ocean Industries Association. So if you see any
members of those associations here, be sure to thank them.

Thefirst panel this afternoonison LNG. Of recent noticein the news, | believe, since our Massachusetts delegate
seemsto be gone right for the moment here, Boston | understand went to court to prevent LNG being shippedin, |
think this week, first shipment of LNG since September 11th. 1'm not sure what all that was about, but we might be
able to hear some of that this afternoon.

Paul Martin from MM S will go ahead and moderate. Paul, it's yours.
RE-EMERGENCE OF LNG PANEL
MODERATOR — PAUL E. MARTIN

MR. MARTIN: Thank you very much. Thetopicisthere-emergence of LNG. And if most of you are like me,
you remember LNG coming up back in the early '80s when we were having the energy crisis all around, and it was
going to be abig supplier of energy; but then it all just kind of disappeared. | like with the rest of you kind of
wondered whatever happened to LNG.

This morning, you heard a presentation on the supply of natural gas and crude oil, the prices, and then the question
came up wheredoes LNG fitin. Thereisalot of different opinionswhereit fitsin, what are the costs, what are the
economics, what are the safety concerns and everything else. In addressing the panel presentation, | was prepared to
have to go out and get three or four experts from all across the different realms of LNG to come in and address some
of the various topics, but | was very fortunate in locating a company called CH-IV, which isan international



consultant in all different phases of LNG, from design and operation of facilitiesto shipping and even to some
marketing of that.

So what | have doneis, Mr. Jeff Beale, the president of CH-1V International, | have asked Jeff to state some pretty
general topicsin LNG, try to hit some of the high points. Chris Oynesis the general from the Gulf of Mexico
region.

We have had three or four applications for pipeline facilities in the Gulf of Mexico to deal with importing LNG. So
we are going to have Jeff talk all across the board about LNG. We are going to have Christhen talk about some of
the specifics of the applications we have. And then | will hold the questions until both of them get through. Then
we will approach that way. | think we'll benefit from it.

Jeff Beale, as| said, is President of CH-1V International. He has an aeronautical engineering degree from Ohio
State. Hisbioisout there. We are very fortunate he's listed on there as one of only threeindividualsinthe country
to have worked in three of the four LNG facilitiesin the country.

The discussion about Boston and the suit, | was just talking with Jeff about it. | think we are very fortunate to have
someone here. We always talk about LNG and everything you wanted to know but were afraid to ask, and | think |
have given you an opportunity for here'san individual that everything you have always wanted to know about LNG
but you had no oneto ask. So | would encourage you to really ask Jeff everything onyour mind.

Nothing istoo simple. With that, Jeff, | will let you go.

ALTERNATIVE WAYS OF GETTING NATURAL GASTO THE CONSUMER AND REACTIVATION
OF LNG FACILITIES—-JEFFREY BEALE

MR.BEALE: Thank you, Paul. Isthe speaker okay? | hope | can live up to your expectations. But certainly my
objective here today is to hopefully introduce some of you to aspects of LNG that you may not be familiar, but more
importantly in the questions and answers the things | didn't cover or you weren't sure what | was talking about,
please follow up with a question.

The agendatoday isto just briefly touch on what LNG is for those of you who may not be familiar; talk about the
marine transport of getting it from one location to another; and then talk about the importation, that is, the facility
that is going to receive thisLNG, storeit, turn it back into natural gas, and put it in the pipeline where it looks just
like natural gas again; talk alittle more about where it is coming from; some of the environmental issues, which
obviously the MM Sis going to be interested in; and try to touch on the security issues-- | think we are all right now
today re-evaluating everything we thought we knew, and the LNG industry is no different. Everything changed on
September 11th -- and then some brief discussion on how thisimpacts the OCS.

LNG Basics: What isLNG? First of all, itisnot propane. Itisnot LPG. Itisnot methanol. We run across that all
thetime. Thereisconfusion.

LNGisacryogenic. Thatis, itisvery cold. Itisacryogenicliquid. If you have ever seen a demonstration, whether
itiswith liquid nitrogen or anything else, you take arose, stick it in abeaker of liquid nitrogen, it becomes brittle;
tennis ball, throw it on the ground, it shatters.

So we are talking, one thing that is particular about LNG isit isavery, very cold liquid, minus 260 degrees
Fahrenheit, basically. Thething that's interesting, though, when we talk about freezing a rose and we think about
cold making everything brittle, we are very fortunate in our world that there are other things, such at stainless steel,
copper aloys, Teflon that actually gets stronger the colder they get.

And so, obviously, when you think about the safety side, that'swhat we use in construction of an LNG facility, these
materials that actually get stronger as they get cold.

Asfar aswhat are the cryogenics, these are the primary. When you talk about cryogenic liquids, what are the
common ones?



Actually, it endsup LN G isawarm cryogenic liquid compared to, say, hydrogen or helium.

Thisisto giveyou alittle relationship. If you are not aware, many times on a highway, you are probably driving by
atruck that's carrying liquid nitrogen at minus 320 degrees. It happens all the time.

Back to the basics. Itissimply natural gas. It isnatural gasthat has been refrigerated to about minus 260 degrees.
At that temperature, it looks like water. It turnsright into aclear liquid, but it has no water init. It has no carbon
dioxide. It has no sulfur compounds because, frankly, when you take any of those to minus 260 degrees, they
become rocks.

What we want with LNG isapureliquid. So any of the components that are naturally occurring in natural gas that
come out of the well that would turn into rocks at minus 260 degrees, we take out. So natural gasfrom LNG
actually isavery, very clean LNG. Itisgoingto beall paraffin hydrocarbons with just atouch of nitrogen. And it
is mostly methane, CH,4, which by theway, if you didn't catch that, that is the name of our company, CH-1V.

It looksjust like boiling water in a beaker, except it is 500 degrees colder. It has avapor liquid ratio of 600 to one. |
mention this because sometimes peopl e think that means that it instantaneously can go from one volume to 600; thus
you get an explosion. | just want to point out that water has athousand to oneratio. We don't think about water
exploding. You cannot turn LNG into vapor instantaneously. It does not explode by converting from liquid to
vapor. Just likel said, just like water.

So how isit used? One of the most common ways herein the United Statesis LNG peakshaving facilities. These
arefacilitiestypically on the end of gas pipelines. And during the summer, they take natural gasright out of the
pipeline through aliquefaction plant and liquefy it and store it in these huge tanks. Thereisaliquid therein thefall,
and then in the winter when the demand increases and the gas pipeline pressures start to drop, they take and
vaporize, take that LNG from aliquid, turn it back into a natural gas, put it right in the pipeline.

There are about 58 of these facilities operating in the United Statestoday. LNG isfar from new. Itisfar froma
small industry. Most of usarejust not awareit existsin, | used to know exactly how many states, but quite afew
states.

Asamatter of fact, this picture, basically, these are the locations of LNG peakshavers today or some of these, for
example, thisfacility right here or this facility right here, are actually LNG production facilities used for making
LNG for vehicular fuel. So the label peakshaversis not quite correct. Some of these facilities actually have been
manufacturer installed specifically for making vehicular fuel for LNG or using LNG as vehicular fuel.

Other kinds of peakshaversarejust simply small tanks. May not look that small, but relative to that big tank, thisis
avery small tank.

Again, sameidea. You truck LNG just like you would that liquid nitrogen | was talking about to a remote location
inthefall, fill up thisLNG. And then on the days the pipeline pressure starts to drop, alittle bit comes out through a
vaporizer unit right in the pipeline, very automatic. And there are about 35 of these in the United States.

Some facilities are using LNG to replace their propane. Thisfacility hereisup in New Hampshire, as a matter of
fact, in Hampton, New Hampshire. Thereis atextile plant up there that has been burning propane as its primary
fuel.

Well, afew years ago, the propane was replaced with liquefied natural gas. The same thing, the LNG comes out,
vaporizes, turnsinto natural gas, and is burned asfuel in their power-producing and heating systems.

Itisalso avehiclefuel. Californiaparticularly isprobably the state right now that has the most LNG-powered
vehicles. Thisone, however, happens to be Edinburgh, Scotland. But theideais, instead of adiesel tank, you have
an LNG tank. Andthe LNG sitsin there at minus 260 degrees. It gets pulled out asfuel, converted back to a vapor,
and burned as natural gasin the engine. Itisvery clean and in some parts of the world extremely economic.

37



Asamatter of fact, | spent most of the '90s personally trying to develop the liquefied natural gas as vehicular fuel in
industry. Thisisafueling station weinstalled in New Mexico. | don't suppose there is anybody from New Mexico.
But the unique future of this station in New Mexico, just to call out, thisis a convenience store, and out hereisa
gasoline fueling island. Thiswas adiesel fueling island, and an LNG fueling island, just like you would have
gasoline.

So LNG can in fact be made very safe, very transparent. The drivers of these trucks filled their own vehicles. You
notice there is no moon suit. Thereisno exotic protection, because LNG, although it is an energy to be paid
attention to and designed and used safely, isin fact very safeto use.

But the real areaof LNG in termsof its consumption here in the United States both in terms of import and export is
being used as supplemental natural gas supply. Generally speaking, you are exporting from agasrich country to an
industrial poor country. And that's the whole point here. Y es, you export from, that's right, gasrich-- excuse me.
I've got to walk through this myself -- then import it to an industrial rich, but gas poor company. Thereitis.

That's really what the focus, | think, of the interest here is, these shipscoming from somewhere else, coming into
our country, coming through onshore.

And so getting back alittle bit to talk about the basics then. 1 just kind of jumped around here. The other part, the
other aspects of LNG to be aware of isit is half the weight of water.

Additionally, and thisis anice feature, thisis natural gas. Thisisnot LNG. Natural gasis only flammable between
arange of 5to 15 percent in air. If you filled this room with natural gas, 100 percent filled it, and igniteit, lita
match, well, you couldn't light a match because there is no oxygen. If thereisno oxygen, you can't ignite natural
gas. So too much natural gasin aconfined areawill not burn. Not enough, that is, less, if it islessthan 5 percent,
thereis not enough methane in the room. It cannot ignite.

So natural gasis easy to control in terms of itsair-to-fuel ratio, which makesit anice feature. It isalso clean-
burning, which is predominantly one of the reasons why California has been focusing onusing it as vehicle fuel.

Why isit so clean? Well, | think most of us have heard or understand that hydrogen, asfar asif you want to burn a
fuel, hydrogen would be the most ideal fuel, because when you burn hydrogen, you get hydrogen burned in air,
which is oxygen, you get H,O, water. Well, if you look at methane, it's one carbon atom, four hydrogen atoms.

So it isthe cleanest of all the nonpure hydrogen fuels. So it has got a very high hydrogen-to-carbon ratio, which
makesit agood, clean-burning fuel.

AsLNG sitting in thisbeaker, itisclear. Itiscolorless. Itisodorless. That iswhy in natural gas, and al natural
gasisodorless, the smell you smell when you say | smell gas, in fact, you are smelling odorant. Y ou are smelling
something we put into the gas to give it asmell to make you think it smells like gas, but gas doesn't have asmell. |
have been told this.

Hazards: LNG isanenergy. It does have certain hazards. One of the nice features, if you will, is when you dump
LNG on the ground, it spillsand beginsto vaporize. Asit beginsto vaporize, it condenses the water vapor in the air
out to where you get avapor, avapor cloud around it. And asit warms up to only minus 160 degrees, and that's
even colder than some placesin Alaska, it will then become buoyant, and the flammability of that gasis uniquely,
not precisely, but more or less in the fringes of that flammable.

| want to show you alittle picture. Thisisjust asmall, little demonstration, but theindividual here, thereisan LNG
beaker, if you will, and it isvaporizing. If you were to bring amatch into it, it would not ignite until you got very
closeto that edge.

One of the really nice safety features about fighting an LNG situation, if you will, is the flammable region is going
to be near the visible region. Onceit iswarmed up and becomes buoyant and rises, it is no longer of a high enough
concentration. Remember that 5 to 15 percent.



It has already diluted itself so much that it isnot flammable. So that isthe key point here.

Now, you talk about so it iscold. It formsavapor cloud. It'sflammable. However, thisisabig however, natural
gas, LNG vapor will not, cannot explode in an open environment. An LNG ship on the high seas T-boned by
another ship, dumpsits contentsin the ocean, you get a huge vapor cloud.

Itignites. Thereisno explosion. Itisnot propane. Itisnot gasoline. It does not have afast enough flame front to
explode.

Let me digress one second. There isaphenomenon called aflameless explosion that has occurred in tests with
LNG. | mention this because | don't want you walking out of here saying, Well, gee, Jeff Beale saysit doesn't
explode. And then somebody comes along and says, Well, what about a flamel ess explosion?

Sure enough, the Gas Research Institute, as well as research agenciesin Britain and France, have dumped LNG on
the water; and asthe very last of it evaporates, they get a pop, pop, pop, pop, pop.

What that this, as| said before, LNG is made up of predominantly methane, but with alittle heavier hydrocarbons,
propane, butane specifically. Asthose little fractions of the LNG at the very end, they actually do instantaneously
little pockets because the water isnot aflat surface. So it actually gathersin the little pockets, and they pop like
popcorn.

Anti-LNG forces have taken that pop, that small, and then said, Well, the LNG if you took all that butane and all of
that propane and put it into a pot, and then had it pop at one time, you would get abig explosion. So they have taken
the small scale pop, turned it into a big scale explosion.

There has been no larger scal e tests that show any more than these small pockets occur. But, again, | want to make
clear, thereis something called a flamel ess explosion that will come up. Particularly at public hearings when LNG
is being discussed about being brought in, you'll get the expert in who will show the film of the pop and then talk
about what if it had been abig LNG ship.

The reason it doesn't explode is the flame speed, when you ignite that vapor cloud, isfour feet asecond. That is not
avery fast walk. Someone who has witnessed many, many times at LNG fire schools where you will take LNG,
dump it into a 20 by 20 foot pit, let the vapor cloud drift, go down and igniteit, | can testify that flame dances back
tothe pit. Thereisno explosion. Now, when it gets to the pit, it does burn, and it burns very hot. LNG/natural gas
isavery clean-burning fuel; so it burns very hot. Don't deny it. Itisanenergy and it will burn.

Going back to the 5to 15, just to reiterate, though, when there are large concentrationsin asmall area, if thereis not
enough oxygen present, there isinsufficient O, to burn. Below 5 percent, thereisinsufficient fuel.

The other point isacigarette, if you took that cigarette in this situation right here, what would happen when you put
itinthe cloud isthe cigarette would go out, because you need about 1100 degreesto ignite natural gas. A cigarette
isabout 500 degrees. Gasoline, for example, ignites at about 450 degrees. Propane is something between that and
natural gas.

So | just want to mention that another minor safety feature s, it takes a hotter ignition point toignite LNG/natural
gas than it does gasoline, for example.

So transportation, how do we get it from point A to point B? There are ships, and we will certainly talk briefly or
some about that. That isin the primary interest. | say barges. There hasonly actually been one barge ever built, but
thereiscertainly alot of discussion today about various LNG marine projects now looking towards barges as
opposed to huge ships. Trailers, moving the LNG over theroad, just like you would gasoline, and trailers are also
used to take it from the big tanks to the small tanks for peakshaving purposes. Some ships, thisiswhat they look
like. Most people who know anything about LNG ships think they all have spheres. Asyou can see, these don't.
About half of the ships have this spherical, this classical LNG shape.
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Just as alittle history, this was the first ship that ever came into Cove Point, Maryland. | just got awhole slew, a
little gallery of shipsfor pictures. Thisship right hereisvery uniquein that itisfairly new. Itisin servicein Japan.
Going back to the big ships we have been looking at, those are on the order of, | don't know what units you are all
used to working in, but 135,000 cubic meters, 800,000 barrels, 2.7 billion cubic feet of natural gas. However, this
little ship is only about 19,000 cubic meters.

Everything we thought we knew 20 years ago about the LNG industry says bigger is better; you got to make
everything bigger. Now, all of asudden, there isthree of these ships below 20,000 cubic meters going from export
terminals down in Southeast Asia up into individual citiesin Japan.

| think | missed one. This ship here goesinto Alaska, | believe an 80,000 cubic meter ship. More shipsagain, just a
variation on the spherical design. Y ou have got the spherical design. Then you have got sort of acovered design.

Therewas abarge that did serve | think seven cargoesin the Boston to northeast areain the early '70s. That isone
of the few pictures remaining.

The LNG trucks | was talking about, again, they arejust trailer trucks. The big thing, if you will look at it, you'll
notice they have a higher profile. LNG only being half the weight of water, you are basically limited on the road by
how much weight you carry, not volume. So if you are carrying LNG, which is very light, then you have a much
bigger, higher tank. It's half the weight of water, like | said. If you ever see awater truck, it isasmaller diameter.

Asfar asan overview of the activities of import, an import facility is going to unload the ship. Itisgoing to store
the LNG in big tanks just long enough for them to turn around, pump up to high pressure, vaporize it, that is, convert
it back to natural gas.

One clarification, again, for those of you who are not familiar at all, you never put the cryogenic liquid into the gas
pipeline. LNG isonly cryogenic coming from the ship into the storage tank and into the high pressure pumps. After
that, it turnsinto natural gas. What leavesthe facility is natural gas.

Just alittle cartoon, simple. You have an LNG ship that pumps off into atank. Y ou have a pump in the tank that
pumps out through a vaporizer and then out in the gas transmission line.
Everything is gas from this point on.

So that is sort of abasic LNG facility. I'm going to go through a couple quick ones here just to give you some more
overview.

Puerto Rico started up in June, | believe, of last year. Itisbasicaly thisoperation. Puerto Ricoisan LNG facility
dedicated to a power plant. It hasthe ability to later send gas elsewhere. But basically it isjust dedicated to
supplying power to a power plant. Thisisthe equipment at the plant in Puerto Rico.

Then you have got the Everett facility in Massachusetts, Lake Charles facility in Louisiana, and Elba Island
Terminal in Georgia. The only differencetherereally is, because they are alarger facility, when thereis not a ship
in, you have to keep all the piping cold. And so the only difference between these facilities and the ones you just
saw is, there is another set of pumping.

At Puerto Rico, you take the LNG right out of the tank, pump up to 600 psi, vaporizeit, it goes straight to the gas
turbines. At these other facilities, you have LNG in the tank, you pump it up to only 50, 60, or 70 psi, and you
circulateit out through the facility to keep the pipes cold. Then you go to a second stage of pumping, which might
take it up to 1400 psi and vaporize it and go into a high-pressure gas transnission line.

WEell, okay, here isthe Lake Charles terminal in Louisiana, LNG ships, spherical type. Thereisthe unloading dock
there. There are three LNG tanks, which, by the way, Lake Charlesisin the process, it's a matter of public record,
of expanding itsfacility. So thisisthe Lake Charlesterminal. Thisisthe Elbalsland Terminal.

The difference with the Elbalsland Terminal with Lake Charles, it looks quite similar, these tanks actually have
pipe coming out of the side, out of the bottom, and the first stage pumps are outside the tank. In Lakes Charles, the



pumps areinside thetank. There are different variations on the same design scheme, and they are all certainly
equally safe.

One more variation on the same design, here at Cove Point, the pumps do come out of the side of the tank, and the
pumps are not in the tank, so that is like Savannah. But the big differenceisright here, one mile from the shoreto
the unloading platform, Cove Point. Those of you who have ever been on the Chesapeake Bay off of Calvert
County will see ahalf-mile-long pier with no visible connection to the shore, because the other unique feature of
Cove Point is, all of the piping goes through atunnel 6,000 feet long onto shore.

And it isactually fromthis flange on the ship to the top of this tank two miles, 32-inch diameter pipe, two of them.
They go from offshore all the way to the tanks. Quite asite. Hereisthe dock offshore. And, again, those of you
familiar with Chesapeake, that is Calvert Cliffs State Park, and right over there is Calvert Cliffs Nuclear Power
Plant.

Now, having said that, those are sort of an overview of all of the LNG facilitiesin the United States, including
Puerto Rico. Now, there are some new ideas out there. Comp anies are looking at different ways of doing the same
thing. Dinergy out of Houston has announced a project where they are going to unload ships straight to high
pressure pumps straight to vaporizers straight to the pipeline. No storage.

Theideathereisto be ableto bring in LNG very soon, because it takes 24 to 36 months to build these big tanks.
They can put thisfacility in after they are approved they figure in less than 12 months. So they can get LNG from
another location into the U.S. market much quicker thisway. They do eventually intend storage tanks.

Thisisquit auniqueidea, ano-storage LNG import facility.

Thereisalso, and | may have some of the details not quite correct, and later today | think you are going to hear more
from Texaco on this, but the idea here is you have got an LNG ship that comes out to afloating facility sitting
offshore somewhere. A floating facility hasits own storage tank. It has all of the vaporization equipment, et cetera
onboard. So the ship just downloads onto this floating vessel, which can be 40 miles offshore. Y ou pump the LNG
out of it, vaporize it, run it through a submarine pipe onshore to a gas transmission system. Another way, variation
on the theme.

This map here shows current and proposed LNG facilities. I'm not going to go through all of these, but | think it's
interesting to note, if you just look around, basically, the perimeter of the United Statesis dotted. You'll seethe
original four terminals are black dots. Discussion of terminalsin anumber of areas around the United States, and
similarly speaking, the red squares are the existing LNG production facilities and, correspondingly, the numbers and
locations of LNG production facilities that previously had not been considered.

The LNG world right now is going through are-emergence. In the late '70s, we thought it was here to stay. It was
great. Everything was golden. You had anumber of LNG trades with dedicated 20-year contracts, dedicated import
facilities, dedicated export facilities, dedicated ships. That isstill going on. That hasto happen.

What has happened also is that engineers design facilities for a nameplate rating of about a billion cubic feet aday.
And by minor debottle-necking or even inherent in the original design, you might have 20, 30, 40 percent more
capacity. Now you have got 400 million cubic feet aday of natural gasthat is not being sold to anybody. That is
the spot market.

And so you have got bunches of things happening here with spot market capabilities, new export facilities, lots and
lots of import facilities. Indiais certainly one. Chinahas announced an import facility. So you can seethereisalot
of activity currently if you look at the open squares and open circles on the map.

Public Perception: The bomb. Why? Fivereasons. Inthelate'70s, District Gasin New Y ork was trying to build

an LNG terminal on Staten Island. Five books came out all with exactly the same theme, love thetitles. They all
read the same.
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And there are alot of factsin them. Don't let me get it wrong. There are factsin those books. The problem is, you
mix facts with fiction and make it look like fact. So alot of things that they account for and the basic theme hereis,
that LNG ship | was talking about, it is coming somewhere, something hitsit real hard, and it knocks all its cargo
out.

Well, first of all, LNG ships have four or five tanks. If you did somehow impact the ship and tear into that tank, you
have torn into 20 percent of the cargo. The other tanks are fully independent and not penetrated, but |et's assume
they all do rip open. So now you have got 135,000 cubic meters of LNG dumped in the water, almost 3 billion
cubic feet of gas. Itinstantly turnsinto avapor cloud and drifts slowly and encompasses the entire City of New
York. Somebody walks out on his deck, lights acigarette. Boom. The whole city goes up in a huge explosion.
That'sthe story in these books.

The stuff does burn. It can explode, but you have got to put it into a confined space. It won't explodein an
unconfined space. Y es, you could come up with ascenario to rip into an LNG ship and dump some of its cargo, but
you wouldn't instantly dump all its cargo, et cetera, et cetera, et cetera.

Likel said, the books have facts in them, but they also have atremendous amount of fiction, and they have put the
wrong things together happening simultaneously, and it just doesn't happen that way. That's the reality.

There was, however, one horrible LNG incident in 1944. During the war, East Ohio Gas was trying to develop a
concept where they could in fact provide more gas to the people in the winter, peakshaving. So they liquefied in the
summer and stored it in tanks. Then, in the winter, they pulled it out and pumped it. They did that for a couple of
years.

During the war, they now need to build abigger facility. They wanted another tank, a bigger tank. There was not
enough nine nickel steel available. Nine nickel steel happensto be one of those things | was talking about earlier. It
gets stronger the colder it gets. However, you have got to have enough nickel in the steel. | don't want to get too
technical here, but when we build LNG tanks, we build them out of 9 percent nickel.

They only could get 3 percent nickel. Built thistank in 1944. Built it in the summer and put it in servicein the late
summer, filled it with liquid. Three percent nickel will not hold LNG. Thetank ruptured. At that point, the codes
did not require containment around the tanks, as they do today.

Also, inthe same area, thisisin Downtown Cleveland, there were open sewers just like you would havein any city,
that is, open storm sewers. The LNG ran downhill into the storm sewers, down through the pipes, vaporized. Every
chanceit got, it came out, becauseit is natural gas. In that case, somewhere, at some point, it hit an ignition source.
Y ou had confined gas, some of which wasin that 5 to 15 percent range, blew up the streets. It got into housesin the
5 to 15 percent range, blew up houses; but, more importantly, burned houses because there was so much LNG
dumped in all the wrong places. Y ou had one hell of afire and 127 people were killed. That was 1944,

It is used today continuously to show how bad LNG is. How many of ustoday are relying on technology that has
not advanced since 19447 | can't think of much. We have space program predominantly to thank for the world of

cryogenicsthat we know today. And because of the space program, that iswhen LNG started to happen in the late
'60s. So much had been learned about cryogenics.

So although Cleveland was a horrible incident and something we have to remember and have to recognize, it is not
consistent at all today with what we know as LNG. Sorry about the soap box, because we now have had since 1945
to now no public individual, no individual citizen of the United Stateskilled in an LNG accident. One operator at
Cove Point, Maryland in 1979 was killed indirectly because of an LNG leak. But there has been no other individual
killed in the use of LNG in the United States.

LNG shipsthemselves are all double hulled. In part, the primary reasonis, the LNG itself is cryogenic. You have
to haveinsulation around it. So you have atank. You haveinsulation. Then you have protection around the tank,
and then you have the hull of the ship. So, by definition, all LNG tanks are at |east double hulled. They are multi-
compartmented, as | mentioned.
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Y ou know, again, hereis afour-tank ship. Just for what it is worth, when you think about the spherical ships, if you
were going to try to T-bone this ship and penetrate, you can see that you have to target it pretty carefully. Those are
pretty thick. The spherical tanksare also fairly thick. They are very strong.

LNG tanks onshore, you have basically, thisiswhat is called afull -containment tank. Thistank, it isatank within a
tank. It hasaconcrete shell around it. Not all LNG tanks are that way. Many of them are atank with just an
earthen dike around it. Again, there has never been a catastrophic failure of an LNG tank other than 1944 in
Cleveland. The code doesrequire afull containment dike around it.

Y ou then provide exclusion zones based on the design of the tank. Whether that tank isafull containment like this
or one of these requiring some other secondary containment, you then have exclusion zones based on that design
how far away the public can be, buildings can be, property lines can be, et cetera. Thereis no blast zone because it
doesn't blast.

When it does spill, thereisno residue. Itisnot like an oil spill. Every bit of LNG spilled on the ground once the
frost goes away, you could never tell there had been an LNG spill. It does not contaminate ground water. Thereis
nothing in LNG. It all dissipates.

As| say, no ground water contamination. There are no benzenes, PCBs, aromatics, sulfurs, et cetera, in LNG. Itis
the cleanest burning of all the carbon-based fuels. That iswhat mekes it so attractive here. Wearein California,
right? I've got to remember what day thisis. It isan excellent diesel replacement.

Asl said, I'm not trying to say LNG is better than pipeline gas, but it isan interesting thing. It is cleaner because it
doesn't have any H,S possibly init, no carbon dioxide, nothing. It isjust paraffin, hydrocarbons and nitrogen.

But itisaform of energy. | keep coming back. Y ou have got to respect it. Y ou have got to design the facility to
handleit properly. Themain pointis: Any type of an LNG facility, there are regulatory agencies, and there are
codes and standards. Y ou follow the proper design, construction, and operating procedures, codes, et cetera, you
have a safe facility.

Theimpact on OCS, alot of talk today, and we'll hear from Texaco about bringing out more LNG in through the
Gulf of Mexico, California.

Thereistalk down in Baja, and there are at least two projects that have been mentioned, one semi -public, actually
bring in LNG, believeit or not, into California. North Carolina. El Paso announced a facility on Radio Island.
Florida, in addition to the idea of building LNG import facilities in Bahamas, running a pipeline under water over to
Miami, BP, BP-Amoco is talking about an LNG facility in Tampa.

Where else? | sort of when preparing here, how many coastal states are there total ?
MR.OYNES: | believe about 33.

MR.BEALE: Anyway, | didacount. Currently, existing terminals, proposed terminals, and discussions of
proposed terminals, right now, thereis at least 13 states that are being looked at right now today. Asl say, you tell
me. You may have heard other things. Other people are comingto you all. | have got alist of 13 states right now.

Security issues: Likel said earlier, it all changed on 9-11. We have to rethink everything from that point forward.
Are LNG facilitiesand LNG shipstargets? | certainly don't know. Certainly the City of Boston thinks they are.

Y ou have on one hand, time bomb, that situation | talked about. On the other, | don't know right now. | mean, if
anybody was hoping to get a great glimmer of how the LNG world right now should protect itself against eventslike
September 11, today, | don't know.

| do know how the ships are built. | do know how the facilities are built. | know what it would take to cause a
seriousincident. That is not going to be something very easy for somebody to do. However, it isnot to say it can't
be done.



Who would have thought with the World Trade Center. But if | was going to attack something, and | hope there are
no terrorists in here taking notes, | would go after one of these. These arein less protective ships, single hull in
many cases, smaller, going alot of placesthat people aren't paying near as much attention to as they are in Boston.
A small gasoline ship coming into an area has asingle wall, real easy to penetrate.

So before we get all excited about the potential of LNG, we really have to think about all of them onan equal basis.
The Coast Guard has, what isit, 25, 24 hazardous products brought into the United States. They have categorized
them. LNG isconsidered the least hazardous of them all, but it's the one getting the most focus today. All of these
are considered much higher hazards by the Coast Guard than LNG.

Lastly, we just haveto be vigilant. We have to think differently. We have to may much more attention, pay
attention to the details, do things right, not take short-cuts. Thank you.

(Applause.)

MR. BEALE: One other comment, this presentation, if you would like it, just send us an E-mail, and we'll be
happy to send you'd a PDF. It isonly 300 kilobyte filein PDF format. 1f you would likeit, just e-mail the request.

MR. MARTIN: Asl said, we'll go ahead and have Christalk about some of the pipeline applications they have
received in the Gulf in dealing with the OCSfacilitiesand LNG. Then welll take questions for both Jeff and Chris.

CALYPSO, OCEAN EXPRESS (AES CORP), AND EL PASO NATURAL GASPIPELINES- CHRISC.
OYNES

MR. OYNES: Thefocus of the first gentleman's presentation was sort of a universal ook but a heavy concentration
obviously on LNG terminals. What | would like to do is focus on some specific applications that have comeinto the
Gulf of Mexico region, part of MMS that deals with turning LNG back into a gas and therefore has jurisdictional
issues that are live right now in front of MMS.

So, aswe had heard, the regassification-type process is what is being used here. And, again, these can be used for
possibly supply, but more importantly for peak supply, as the gentleman indicated. That would be the most likely.

One project that | specifically wanted to focus on iswhat we call the Calypso Pipeline Project. This proposal isfiled
aready with MMS; soitisalive project. Itisfiled also with the Federal Regulatory Commission, FERC. Calypso
isaproject by Enron, one of the big gas companies. It would be an LNG terminal in Freeport, Bahamas, and would
have a pipeline that would go from Freeport to Port Everglades, which is the point just north of Miami.

The bottom line on thisis, the project itself isa24-inch pipeline 90 milesin total length. The Bahamas are quite
closeto the State of Florida, would transfer possibly up to 832 million cubic feet aday of gas. Andyou would
directionally drill the onshore approaches to minimize environmental effects. Thisis onshore approachesfor the
pipeline.

Thisgivesyou alittle bit better idea of the location. And the LNG facility, the terminal would be in Freeport in the
Grand Bahama lsland, and it would transverse this somewhat deep water, you can see here water depth in feet, 2400
feet, and then coming back up to shallow to Port Everglades just north of Miami.

So asaresult, what you end up with isthere are several jurisdictional questions and issues that need to be sorted
through, none of which are unsolvable, but simply this has some unique particulars.

Y ou have 24-inch line in 54 miles in the Bahamian waters within their jurisdiction. And then you have the 24-inch
line continuing for another 41.7 milesthat is under U.S. jurisdiction, under FERC's jurisdiction, 5.8 of which are
onshore, and 35.9 of which are offshore. So what you have isan international project involving another country, a
Federal Energy Regulatory Commission project, a state project, and an MMS project, since we would issue the right
of way for that pipeline in the OCS portion of the project. So this obviously needs a great deal of coordination and
leads to several stepsthat have occurred.



Thisjust simply summarizes the mileage again. Asyou can see, the bottom lineis FERC has agreed to serve asthe
lead agency for this application. The application was filed by Enron before both FERC, MMS. MMSisserving asa
cooperating agency in the preparation of an environmental impact statement on this project.

As | mentioned, the water depths are quite deep. Those are one of the technical challenges, and of course the Gulf
Stream current hat flows through is also atechnical challenge.

This project wasfiled in July, and we are proceeding with various stepsin the preparation of the Environmental
Impact Statement. The Federal Register notice to prepare an EIS was out. There was a meeting just recently in
Florida as a public scoping meeting. These are the dates that the companies are using. They would liketo beginin
November of 2003, assuming they can get all their approvals and actually bring into service in 2004.

Another project also involving somewhat of the same areais the AES, the Ocean Express Pipeline, which would
come from also the Bahamas but from a manmade island called Ocean Cay down here just south of Freeport and
would also transverse into an area close to Port Everglades, the same city that the Calypso Pipelineis proposed to go
in.

This one has not yet been filed with MM S. We had an extensive briefing at our regional office here probably a
month ago, and you'll see an outline of the schedule. Basically, thefirst of the year, they are going to filewith MM S
and FERC this proposal. So the proposal isto originate in Ocean Cay, a 90-acre manmade island. There would be a
two tank, 2 million barrel LNG storage, 24-inch pipeline, 70 miles, 800 million cubic feet. They would also have an
undersea electrical transmission line. So it would ship electricity directly to Port Everglades or that area.

Their plain, which is probably alittle optimistic, isto be completed by 2004. Again, this one has not been formally

filed with MM, but we expect it somewhat soon. So we are expecting thisin January. Again, it would involve the
right-of-way application for apipelinewith MMS. FERC has basic jurisdiction. Of course, it involves state waters
and state lands, state area.

The State of Floridawould be heavily involved. Y ou can seethe outline for the rest of the project. A couple of
other groups have had discussion about regassification projects along these same lines in the same areg, that is, using
the Bahamas and going to a point north of Miami. Gaz de Franz, big gas company in France, has talked to us about
it. El Paso recently had a press release talking about doing something similar inthisarea. Asnear as| can tell, they
are not as advanced. They have not come and given us specific briefings. They have not proposed specific
timelines. Asin the case of Enron, they have not filed actually with MM S various proposals.

That'sall | have. Itisconsiderably shorter, but it hopefully builds off of the other presentation, and more
importantly givesyou that these are live projects on our doorstep right now, others very shortly going to be on our
doorstep in terms of MM S working through various analysis and Environmental Impact Statements. Thank you
very much.

MR. MARTIN: I guesswe are open for questions. And whenever you do, would you identify yourself again,
which of the speakers. Larry, | guess| can see your hand up. These eyes aren't as strong as they used to be.

MR. SCHMIDT: Larry Schmidt from New Jersey. Question for Chris. What role would the U.S. Army Corps of
Engineers have? Y ou claimed right-of-way jurisdiction. Would the Army Corps of Engineers under Section 10 of
the Rivers and Harbors Act require permitting for the actual construction of the pipelineto the EEZ?

MR. OYNES: Larry, to be very honest with you, | don't know that answer off the top of my head. | believethereis
some permit they also areinvolved in, but | am not certain of that off the top of my head. | apologize.

MS. KALLAUR: CarolitaKallaur. | have aquestion for Jeffrey Beale. Why do you think there has been so much
controversy regarding LNG shipmentsinto Boston? Isit because of the route that must be followed that is so close
to areaswhere people live?

MR. BEALE: | guessthefirst thing would be yes. | think the answer to your questionisyes. Thereality of itis
today, that terminal could never be built there. Although, by code, everything that isthere is acceptable. 1'm just



saying the political reality is, you would never permit an LNG terminal to be built where you bring ships through a
downtown area, most likely. | don't know how great | am at predicting.

But, clearly, the terminal in Boston is unique because all of the other terminals, none of them go by large
metropolitan areas. Ships never pass by alarge metropolitan area, other than coming in at Newport News, thereisa
lot in that area where the ships would come up into Cove Point, but nowhere else do they get near large metropolitan
areas. | think that isthereal issue.

MS. KALLAUR: My second question, isthere aprice at which it is economic now to build LNG facilitiesin terms
of natural gas per Mcf?

MR. BEALE: Isthereapricein whichthey are economical? The only reason everybody isdoing it isbecauseitis
economical.

MS. KALLAUR: Yes. Isit $3.00?
MR.BEALE: Oh, aspecific price?
MS. KALLAUR: Yes.

MR.BEALE: No. It'saDelta, for example, the Henry Hub price. It is based on whatever the current priceis.
Obviously, you have to predict in the future. It is some Deltato the current Henry Hub price, basically, what can
you bring it in for and then recover cost of al the infrastructure.

MR. OYNES: If I might add, | think one of our other speakers alittle bit later, Keith Couvillion from Texaco, is
going to talk upon at least briefly the economics of their project, give us some idea on that.

MR. SKINNER: I'm Tom Skinner from Massachusetts. | just want to build alittle on the previous question and
also ask about exclusion zones. | think the point you made about Boston not being perhaps the best site for thistype
of facility isagood one. Interms of the situation in Boston, it'savery visible presence that an LNG tanker has. It
literally goesright through the downtown area, over eight lanes highway tunnel, two subway lines, and under a six
lane highway. So it sort of makesits way like agiant, | won't say dinosaur as a reflection of the industry, but itis
this great, great big thing that passesin front of everyone. Itisvery difficult to sort of slide one of these thingsinto
port without anyone noticing.

And of course there was one in the port on September 11th, which was very quickly hustled out of the harbor.

I would also make the point that | think was very good, which was the concern about LNG has led to some design
characteristics recognizing some issues with LNG. | think those are important to recognize.

The port of Boston was closed for LNG tankers for almost two months as people in the security field reassessed
what was the safest way to bring atanker in. And that goes along with the whole idea of risk analysis, and | know
everything has somerisk.

My question really is on these exclusion zones because that's | think a concern in the port of Boston where you do
have atanker going over and under so many different arteries through the city. |sthat something we should be more
concerned about or can you give me sort of more information on how these exclusion zones work.

MR. BEALE: Theexclusion zones frankly have only to do with the facilities. When you talk about exclusion
zones, you do studies based on vapor dispersion. And exclusion zone defines the point at which the vapor is at one
half its lower flammability limit or two and ahalf percent methane or it is afire radiation study, which hasto do
with how far away, and basically the public and everything else has to be at a point of, for what it is worth, 1600 Btu
per hour per square foot, which basically is a hot sun, maybe alittle hotter than that. Anything off the property
would never see anything higher than that. Now, that isthe facility.



The shipitself, there are no specific exclusion zones defined. And part of that reasonis, in order to do theseinitial
exclusion zones studies for facilities, you have to define a credible incident. That credible incident nominally is 10
minutes of the maximum flow of LNG a spill, an uncontrolled 10-minute spill.

In my world, that is not credible; but in terms of the code, that isthe credible situation. With the case of the LNG
ships, they are not pumping LNG. Thereisno LNG inthe deck piping. Theonly LNG in that ship isdown in the
tanks. So how do you define a credible spill? I'm not trying to avoid the question. The fact of the matter is, it hasn't
been addressed.

| think that is one of the things that sort of came up in Boston. We said, Now, wait aminute. This has never really
been looked at. So how do you know it issafe? That, again, is part of September 11 thinking. Nobody would have
thought that these kinds of things would happen; so they weren't concerned about what is credible. Sowhat it the
credible incident involving an LNG ship and what is the exclusion zone? Y ou are asking me the question, and | am
telling you | don't know today.

MR. SKINNER: Wereyou involved in any of the discussionsin Boston?

MR.BEALE: Wewerein the background providing supporting information, yes. Let me be very frank with all of
you. | was providing factual information; but, for the life of me, I don't know how | felt about the situation. Again,
| cannot stress more how everything changed on the 11th.

MR. SKINNER: Thank you.

MR. BAIRD: Mr. Chairman, | have aquestion. Brian Baird from California. On the exclusion zone issue, the
Liquefied Natural Gas Act of 1977 in California set up statutorily mandated safety areas when they were considering
both onshore -- well, it only applied really to onshore facilities. But my recollection was there couldn't be more than
10 people within aone-mile radius of the facility, and | think you couldn't have more than 60 people within afour-
mile radius of the facility, which obviously brought into question all sortsof things.

But | was part of the LNG siting team for two years. | did primarily the offshore siting process, which, interestingly
enough, | think if anything does happen in California, you are probably going to see, and what | have seen little
glimpses of have been offshore receiving terminals, single point mooring facilities, et cetera. It was extremely
controversial. | also did my thesis on liquefied natural gas; so I'm well aware of all the arguments about explosions
and so forth.

So, likeyou, | don't know what the events of September 11th are going to do to peopl€'s thinking about this sort of
thing. On the one hand, yes, we need to have a better conveyance system for energy coming into this nation. On the
other hand, it looks like atarget. So who knows. Anyway, we defined this experience many years ago with trying
to site thiscritical facility. | think what ultimately happened is the Point Conception facility, the economics at the
time just ultimately weren't going to work out.

MR.BEALE: | don't know if the partiesjust didn't get tired. It started in L.A. and went to Long Beach and Oxnard
and kind of fell off the world at Point Conception.

MR. BAIRD: My thesiswas on the Oxnard thing.

MR. BEALE: WEéell, | would liketo just follow up. Again, | don't know specifically the code you are talking about.
The codes are not as specific as what you have said, in other words, X number of people within a given distance.
The codes are based on, looking at a credible incident, what is the impact of that incident and then making sure there
aren't people, property, et cetera, within that exclusion zone.

To just automatically set out a distance from aLNG terminal isgrossly unfair. For example, to build afull
containment LNG tank that can take the impact of a 747, why would you then restrict, you know, the distance to a
mile or four miles or whatever when, in fact, that is afacility with -- you know, it's not credible. It can be
penetrated. So it isnot credible that you could have anincident that would result in exposing the public to risk.
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So you can't really baseit purely on distance. Y ou have to base it on exposure and potential.

MR. BAIRD: One other follow-up, if | could. | think the rationale at the time, whether flawed or not, | don't know,
you know aswell | do, at least back then, you had every risk analyst on the planet looking at these things and under
these all sorts of different weather conditions and wind conditions. And there were some people at the time sayinga
LNG cloud would create its own inversion layer and move 30 miles. Y ou would tend to hit an ignition source
before anything is going to go 30 miles. Those were the sorts of numbers that were being thrown around at the time,
| think.

MR. BEALE: | would liketo follow up on one more comment | made earlier, talking about the T-boned ship and
so forth. Thereality of itis, if you had enough energy to penetrate a LNG ship, you would also have the energy that
would create the heat that in fact would igniteit. So the risk of T-boning a LNG ship and having avapor cloud drift
isextremely remote. What you are going to have if such an occurrence should occur is atremendous fire but local
to the ship. The vapor cloud scenario | don't think is credible.

MR. KELLY: Paul Kelly, Offshore Support Industry. A question for Chris. Chris, in some of the publicity that
surrounded an announcement by one of the companies that isinterested in projects on both coasts, the West Coast
and Florida east coast, when the company was justifying this potential investment, they mentioned that, due to
access, the lack of accessto federal public lands, there would be no way we could reach the kind of natural gas
growth that the country isforecasting for the next ten years, and this was areason for their interest in the project.

| was wondering if you have heard any references to thiskind of strategy in any of your deliberations on any of
these projects.

MR.OYNES: Not at that level. A more localized level isthat | think | have heard three presentations, Gaz de
Franz, Enron, and AES, and all three of them is my recollection have talked about potentially this was more than
peak supply in Florida; that is, high on their list was the conversion and new construction of electricity generation
plantsin Florida, that there was no conceivable way that the supply was going to be there.

And, of course, that isalot of forward thinking as to whether how much of that might really occur, but certainly, in
their presentations, that was one of the things that was uppermost in their mind. It wasn't going to come from
somewhere else. They had to have some alternative supply, alternative sources.

MR. VILD: Bruce Vild, Rhode Island. This question isdirected to anyone in the panel who might want to answer
it. How isamajor spill of LNG treated? It doesn't sound like you want to contain it necessarily because you are
getting into some dangerous territory if you do that. How do you handle amajor spill of LNG?

MR.BEALE: Frankly, youdon't. Again, itisnot oil. Itisnot going to hang around for days and days and days. It
issitting on water that is 300 degrees hotter than its boiling point. It isjust like putting water into a 500 degree pan
and expecting it to stay water. It doesn't. It turnsinto steam and leaves. Methane, LNG will do exactly the same
thing.

The only real question will be how far would it spread before it evaporates? And, again, that depends how fast the
LNG isreleased from the vessel will determine how far it will spread before it evaporates. Thereisno LNG spill
response on water.

MR. VILD: What about if you have atank on land, what do you do then? Do you just let it evaporate? I'm
curious.

MR.BEALE: If you had a catastrophic rupture, which, again, | don't consider credible, but that isirrelevant,
around that tank would be a diked area large enough to handle 110 percent of the maximum volume in that tank. It
would dump into that area. Initially, there would be a huge vapor cloud involved. Then the ground freezes and gets
extremely cold and basically serves as an insulating barrier. What you have is a huge bow! of LNG boiling and a
vapor cloud distance much reduced at that point. Y ou have avapor cloud, and it will stay that way until it totally
evaporates, and come back two days later, and it looks like nothing ever happened. That's the response.



Now, let'stalk credible for aminute. If you had a credible spill, and that is you had a gasket and a valve body or
something blow out and it took, let's say, 10 minutes before the low temperature detectors or the gas detectors went
off, which, again, not credible, let's go with that.

Y ou are unloading a ship 50,000 gallons aminute. That holeis big enough to dump all 50,000 out, which, again,
not credible. Again, let's stay with that. So you have got ahalf amillion gallonsof LNG. That's the size the
subcontainment isin fact designed for in an LNG transfer system. That system may have insulated concrete.

Sotheinitial, when the LNG first hitsit, it is not like hitting pure concrete. It is actually an insulating concrete,
which keeps down the rate of vapor generated. Then you also have high exfoam generators. High exfoam basically
isasoap you mix with water and blow afan across, and it takes that soap and expandsit to 501, and it lays on top of
the LNG, which serves as an insulating blanket.

So, in the credible incident, you have a spill of LNG, you have it contained, and then you cover it. What you getis a
vapor cloud, but it doesn't drift more than, at most, at absolute most a couple hundred feet. And, if ignited, you don't
have the intense fire because you have got the foam laying on top. That's the response to a credible LNG spill.

MR. VILD: And, intwo days, it's gone.

MR. BEALE: Inthat case, it might last longer, because you are somewhat insul ated.

MR. VILD: Sothewhole strategy isto keep people way if the accident occurs and let nature take its course.
MR.BEALE: Right. All of thesefacilities are also outfitted with emergency shut-down systems. And whether
you aretalking LNG or you are talking about natural gas, you stop it. If it wasafire, for example, you don't
normally put out anatural gasfire or an LNG fire. You cut off the source.

That iswhat all the emergency response, emergency shut-down systems are geared to do, isto isolate the system
absolutely as quickly as possible. Basically, they all have pre-alarms allowing the operator to jump in and do it.
And if the operator does nothing, then there are fail-saf e back-ups that then will kick in after cross-zones.

That is, for example, if you had aflame detector or two flame detectors. Let'sassumeit'safire. Thefirst flame

detector picks up afire, it isgoing to give you an alarm. The operator looks at a monitor and he sees afire, he can
ESV.

Let's assume he's not there for whatever reason. The second UV detector will be cross-zoned. We are looking at
that same areafrom a different angle. You get two UV detectors, you get an emergency, you get a shut-down right
now.

So whether it'sfire, gas, low temperature, which is another great way to look for LNG, you don't find minus-a-
hundred-degree-days. So if you have got a minus hundred degree temperature switch at the bottom of a pit and
LNG ispresent, it is going to kick off, and it is going to shut down the facility. So there arealot of fail-safe
mechanisms. There are credible spills. And that's the response.

MR.OLTZ: Carolita.

MS. KALLAUR: CarolitaKallaur. Thisisajurisdictional question. What agency sets the requirements for LNG
ships, and which agency sets requirements for LNG facilities?

MR. BEALE: Asfar asthe shipsgo, there are anumber of different certifying bodies. Lloydsof London, ABS, et
cetera. Thereisno USDOT.

MS. KALLAUR: Itisnot like the Coast Guard?
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MR. BEALE: The Coast Guard inspects them. They certainly can turn a ship away if it doesn't meet their criteria.
| don't believe, and | could stand corrected by someone who knows better, but | don't believe the Coast Guard
certifies, that is, goes out to a new ship and givesit a certification and says, yeah, you can go in U.S. waters.

Any time a ship shows up for the first time in a given port, the Coast Guard will go out, and they'll inspect it and say
yeah, you can comeintoday. | don't think they giveit ablanket you can comein any day.

Asfar astheterminals go, the U.S. terminals, U.S. standard or code is 49 CFR part 193. That iseverything from the
isolation -- let me go back. From the pier, from the unloading pier to the last isolation valve before the LNG tank is
U.S. Coast Guard jurisdiction under 33 CFR-127. From that valve to the rest of the facility up to the last valve
before it leaves the facility as gasfalls under 49 CFR part 193. When it turnsinto gas and leaves, it is part 192.

MR. OYNES: Who wasthat on that last two?

MR.BEALE: Oh,the DOT. I'msorry. Then most of the part 193, they call it shorthand, the LNG code, hasnow
in fact begun adopting NFPA, National Fire Protection Association, 59A, which | just happen be to be a member of
that committee.

That is now really and over the next couple cycles, | think you will find that part 193 will in fact virtually adopt
59A. So NFPA 59A, whichisin fact more, if anything, the worldwide LNG standard, will become the LNG design
standard inthe U.S.

MR.OLTZ: George.

MR. BANINO: George Banino, Marine Mining. | have a question regarding the various pipelines proposed to
bring LNG into Florida. 1t would make most sense, it would seem to me, to have the off-loading facility right
onshorein Florida. | assume the reason for that is various political reasons. But | would be curious to know what
some of those reasons are and what some of the arguments are that led to bringing the gas to an island that may be
90 milesaway. And thereason that is of broader interest than just Floridais because, if people are considering all
these proposed terminal's, how do they deal with those same concerns and issues?

MR. OYNES: | certainly don't know what | would call other reasons that may have driven these proposals. |
know, as an exampl e, that both in the two pipelines, regassification projects in the Bahamas are also driven by port
accessibility, port-desi gn-kinds-of-questions. And whether that was really strongly determinant, it would be harder
to bring it to Miami or Port Everglades and have aterminal there.

I'm not as familiar. They just presented it. Thisistheir proposal. So they had sorted through those particular
projects. Both of them indicated that sort of a more isolated area and a harbor-type arrangement was a factor in the
choice of having the regassification plants offshore Florida

MR.BEALE: | could add to that, having been involved in some of those on an early days feasibility looking. If
they believe they could site afacility in Florida, they would absolutely have sited the facility in Florida

Itisapolitical issue. Itisnot anything but apolitical issue. And so, in other words, to get around it, you've got to
go offshore to bring the gas onshore. Clearly, if they could have done so in Florida, they would much prefer that
over a 90-mile pipeline across the 2500-f oot deep trench.

MR.OLTZ: Any other comments or questions?

MR. MARTIN: Let megetinhere. Asagood moderator, | have got to keep going alittle bit. We heard this
morning about the gap, and the expression of the speaker was that LNG will not play much of afuture rolein supply
of gas other than peakshaving. | guess| would ask Jeff to comment on that alittle bit.

Doyou seeitsrole still being peakshaving or do you see LNG starting to play more, and particularly with the
electrical cogen plants, more of asupplier in source?



MR. BEALE: When the presentation was made this morning, that 20 percent, just for what it isworth is 1700 LNG
shipsayear. So thefact of the matter is, LNG cannot make up that 20 percent shortage, but | think it can reasonably
make up 6, 7, 8 percent of that natural gas shortage we saw presented.

LNG is going to become much more of acommodity fuel. It was originally a supplemental supply. They looked at
the supply. Gas companies|ooked at the supply pictures, and they saw shortages; and because of the current
regulations on gas and so forth, they couldn't get it. So they went offshore to get it.

I think LNG will just become another supply of natural gasto the United States. It will become far more
commoditized, to coin aword, than it currently is. 1t won't make up the entire shortage, but it will become a piece of
the picture and not an insignificant piece of the picture, asit has been for the last 25 years. Yes, itisaplayer.

MR. MARTIN: Anybody else? Again, | would like to thank Jeff Beale for joining us and Chris and turn it back to
the chair.

MR.OLTZ: Thank you, Paul.
MR. MARTIN: | had areal tough job here today.
MR.OLTZ: Well adjourn for abreak for 15 minutes. We'll see you back at 3:05.

MR.OLTZ: Ournext panel discussion ison access for offshore energy development, something we are all
interested in. | guess, Donna, are you the leader of that motley crew there?

MS. MOFFITT: Yes.

MR.OLTZ: Thedistal end of the crowd there, Rhode Island and New Jersey. Oregon isokay. They are on that
side. North Carolina, well, Donna, | will let you go ahead and introduce your panel, and we are ready to go.
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ACCESS FOR OFFSHORE ENERGY DEVELOPMENT STATE POSITIONS ON MORATORIA PANEL
MODERATOR — DONNA D. MOFFITT

MS. MOFFITT: All right. Thank you, Mr. Chairman, and good afternoon, everyone. | want to start with just
suggesting that we are going to maybe perhaps change the name of the panel just atad bit, and we want to talk about
the states' perspective on why moratoriaare in place and also to let you know, we do not have speakers today from
the Great Lakes or from the east or western Canadian offshore. | understand there are some papers on the wall
outside thisroom. If you are interested in those topics, you can pick up those papers, but we will not have speakers
on those two topics.

We are going to have a panel of state representatives today talk to you about thisissue. We are going to hear from
Oregon, Rhode Island, New Jersey and North Carolina. | was asked to chair the panel and pull the group together.
And with MMS's help, | have got alittle bit of background information that | wanted to sort of lay the groundwork
for what you'll be hearing from the state representatives.

In reviewing the background material from the Minerals Management Service, there appeared to me to be a couple
pivotal eventsthat seem to solidify the states’ growing feelings of disenfranchisement in the oil and gas leasing
program. And those two events were the James Watt 5-year plan that came out in the early '80s and the 1984 United
States Supreme Court decision on the state consistency review of lease sales.

The Watt 5-year plan was released in the early '80s, and it included a new feature called area-wide leasing. It
introduced a concept of area-wide |easing, which considered more acreage for potential leases than was the previous
custom.

Then it relied more on industry to choose the areas of interest as opposed to having the government select the areas.

There was generally a negative response to these administrative changes from anumber of the coastal states outside
of thetraditional OCS leasing areasin the Gulf of Mexico. Many states did not like or understand the changes and
felt that the Department of Interior was intent on leasing the entire OCS. In addition, none of the monetary benefits
associated with an expanded program would apparently be shared with affected states.

Many states claimed that the new system, particularly the area-wide leasing approach, was not compatible with
environmental protection. Many states felt overwhelmed. It hadn't analyzed the Environmental |mpact Statements
that covered such large areas. |, myself, remember that feeling of having not a clue what to do with these huge
documents. | certainly didn't feel qualified myself to doit. Andwe certainly didn't think that the EI Ss could
adequately identify the impacts or design effective mitigation measures.

Many states also complained that the department did not give their comments due regard under Section 19 of the
OCSLands Act on the size, timing, and location of impending sales. Then, in 1984, the Supreme Court ruled that
OCS lease sales were not subject to Section 307 of the Coastal Zone Management Act consistency requirements.
When that ruling came out, many states saw the decision as yet another attempt to undercut their legitimate authority
to influence the leasing program.

So the states started turning to their congressional representatives. And that was where we started to get early
responses to our concerns when the Department of Interior didn't seem that responsive.

Since fiscal year 1982, congressional moratoria affecting one or more of the areas of the outer continental shelf had
been enacted annually. In 1990, former President Bush withdrew under Section 12 of the OCS Lands Act the entire
west coast, the southeastern part of the eastern Gulf of Mexico and the North Atlantic from leasing until after the
year 2000.

Then in 1998, former President Clinton withdrew the areas under the existing congressional moratoria through the
succeeding 5-year programs for 2002 to 2007 and 2007 and to 2012. Asyou heard Ralph Ainger mention this
morning, there are now a number of areas that are either under moratoria or withdrawn under Section 12, and these
are the North Aleutian Basin, offshore Washington/Oregon, offshore Northern, Central and Southern California, the
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eastern Gulf of Mexico with those exceptions that Ralph mentioned, the South Atlantic, the Mid Atlantic and the
North Atlantic.

There has been arecent effort to, | guess you could say, test the solidarity of the existing moratoria. | was part of
that because | served on the Natural Gas Subcommittee, along with Bruce and Larry. And, in April of thisyear, we
submitted 12 recommendations, only one of which even mentioned the word moratoria. Yet, it seemed to get all the
attention.

Then, in May of thisyear, the OCS Policy Committee amended those recommendations, and they were forwarded to
Secretary Norton, who replied to those recommendations on October 4th. You havein your packet of materials
those documents, the May OCS Policy Committee recommendations that were sent to Secretary Norton and then her
response.

Y ou have already heard about some of what was in the Secretary's response earlier today, but | thought it would be
useful in the context of this panel to go over afew of the excerpts from both the recommendation regarding
moratoria and Secretary Norton's response.

The Recommendation 11 talked about helping to develop information and enhance an informed public debate on
whether or not there were grounds or support for limited lifting or moratoriain existing moratoriaareas. And the
recommendation specifically suggested possibly identifying the five top geologic playsin the moratoria areas, and
then a process would be used that would encourage congressional funding to MM S for the acquisition of seismic
data, encouraging congressional funding for environmental and social/human impact studies and establishing asite-
specific state consultation process.

The response from the Secretary in her very first sentence | thought was very clear and unambiguous. She stated
that the administration supports the current presidential withdrawals and congressional moratoria. And we heard
also that these responses were developed prior to September the 11th, although the letter did not get stamped until
Octaber the 4th. She may or may not decide that she still wants to support this position. That isyet to be seen.
Thisisall we haveto go on at the moment. And, as| said, | think that first sentenceis pretty clear and
unambiguous.

She goesonto say: If affected states and local officials have an interest in discussing issues concerning the evolving
energy/environmental balance, which may relate to restricted OCS areas, the department would clearly be willing to
engagein such adialogue. And she'slooking to the committee's assistancein facilitating any possible future
endeavor.

But | again take her remarksto very clearly state she's not going to push much further than that unless the world
situation changes, I'm assuming, unless we as states come and bring her something or begin the dialogue from our
side.

So what 1'd like to do now after kind of laying that brief background for you, that groundwork for you, isto move to
the panel, move to the panel members and hear their views on why moratoria are in place and then whether any of
these four states have any intention of taking up

Secretary Norton's offer to begin a dialogue.

| think we'll start with Nan Evans from Oregon, and let me just give you some introduction to Nan. Sheis currently
the manager of the Oregon Ocean and Coastal Resource Management Program in the Department of Land
Conservation and Development. She's been with that program in this time period for about ayear.

Prior to that, she managed the Oregon Parks and Recreation Department's policy and planning functions, and she
wasin that position about six years. She also advised the governor on all state natural resource agency budget
appropriations for about four yearsin that position. Inthe mid '80s, she was a senior policy advisor in NOAA's
office of Ocean and Coastal Resource Management specializing in federal consistency issues under the Coastal Zone
Management Act in Washington, D.C.



She hastwo M Ss, onein biological oceanography and one in marine resource management, both from the
University of Washington. Nan.

WEST COAST STATES PERSPECTIVE- NAN EVANS

MS. EVANS: Thank you, Donna. | was asked to participate in a panel to give you abit of perspective or
contextual information relating to the Pacific Northwest. | can do that fairly easily for Washington and Oregon
because the two states have approached thisissue fairly similarly. | can make afew commentsin general about
California, particularly Northern California, and if we want take go into details of the State of California, Brian
Baird is here and could speak to that.

I think the best way to sort of describe the position of certainly the States of Oregon and Washington and California,
aswell, regarding the moratorium isit's the states' position that these kinds of decisions need to be made based on
sound information, balanced weighing of factors, and they need to be collaborative.

The environment that existsin sort of the Pacific Northwest and northern California, afew gquick comments,

physically, of course, it isavery narrow continental shelf. Itisatectonically active area. That also includes
southern California, as we saw last night. It isan areathat isactually relatively low in oil and gas resources.

Oregon is anet exporter of hydroel ectric power, but not certainly oil and gas.

In the State of Oregon, we have one very tiny natural gasfield onland, and that isit. Intermsof social or political
components, it isinteresting, if you look at the Pacific Northwest coast and the northern California coast, it has
relatively small population. There arelarge populations centers in Puget Sound and certainly alarge population
center once you get to the San Francisco bay area. But other than that, it isarelatively lightly populated coastal
area

In some sense, this means that some of the people who live in coastal communities sometimes do feel
disenfranchised by the influence of larger populated areas, the influence of people with essentially more political
clout. The coastal economy is primarily resource based, fisheries, forestry and recreation and tourism. And each of
those economies, particularly the first two, have gone through several decades of quite abit of chaos, some threat to
the resources, and some very significant restructuring of the economies as the dependence on fisheries and forestry
has decreased.

So that adds to the nature of the political environment. Another thing about the Pacific Southwest is| think it'sa
very fair statement to say that thereisavery strong sense of public stewardship, particularly for the oceans. Inthe
State of Oregon, thisisreflected very clearly in the fact that all of the beaches have a public easement. They are
public beaches. Whether they are owned by the public or not, the public has aright to use those beaches. That isall
365 miles.

Also in the Pacific Northwest, there is another political element, and that istribal interests. The tribes are sovereign
nations and are treated as such, and this becomes very important, particularly when we deal with natural resource
issues, especially fisheries.

Another perhaps comment about just the setting is the transportation system in the northwest isvery linear. Thereis
asmall highway, two-lane for the most part, that parallels the coast; and then there are relatively few places where
you can get over to the coast.

In the State of Oregon, | think there are probably five state roads that cut across the Cascade Range that can get you
from the interior of Oregon to the coast.

In the state of Washington, | think there are maybe two, count three if you want to go around the edge of the
Olympic Peninsula. Itisaparticular kind of setting that is remote in some interesting ways.

Now, with that as sort of abackground, the states, | said, are interested in informed balance and collaborative
decision-making.



In 1990, and | am realizing when | wasfirst asked to talk about the states' position on the moratoria, | said, well,
nothing has changed in 10 years. In fact, nothing has really changed perhaps except September 11th, and | will
mention that in aminute. But, in 1990, there was atask force, and | will sort of give you some background, pass
around this. There was a Pacific Northwest OCS task force sponsored by the Department of Interior. It looked at
the issue of oil and gas development off the northwest coast.

Asaresult of the work of thistask force, anumber of significant studies wereidentified. And an agreement was
reached and position was reflected both in MM S at the time and | think probably still, | hope still, and the states,
that, in order to make an informed decision about oil and gas development in the outer continental shelf, there was
simply not the information, and a study program was designed. And the agreement was reached between the states
and the Department of Interior that said, Gosh, we need the information first.

The practical aspect of thisis, once you put adollar tag on what getting that information would cost and compare it
to how much oil and gas might be developed, | think that is probably what is behind the fact that none of those
studies have really gone forward.

So we arein asituation now where 10, 11 years down the line, we still feel that, as states, we don't have the kind of
information base that would allow an informed decision. And what | passed around is ajoint letter from the
governors of Oregon and Washington to Secretary Norton from last January that essentially just reiterates this
position that says, to make these decisions, we need better information, and until we get the information, we believe
the moratoria should stay in place.

The sort of other couple of pieces | might suggest here, | think the states are very much interested in, not only
informed decision-making, but a balanced decision-making. We saw the language in the law earlier today which
talks about a balance between the potential for oil and gas discovery and the potential for environmental impacts or
adverse effects on the coastal zone. | think that isfundamentally where the states are, is needing to know and weigh
that decision.

In the State of Oregon, there is an ocean management plan that extends across the continental shelf. And, within
that, thereis aterritorial sea management plan that in fact as state policy then reflects this notion of balance,
informed decision-making, and until we have more information, the support for the moratoria.

| feel sort of compelled to say something sort of the post September 11th comments. Everyone hasthat in their
minds. Clearly, our governors haven't taken aposition. But | think the events of September 11th probably make it
even more compelling to make informed, balanced and collaborative decisions. And | think that istrue because we
are in an environment now where everything has changed, and we will need to make decisions on investing our
national, state, private resources and in alot of competing areas, defense, homel ands security, transportation
systems, protecting existing energy systems, health, social services, foreign aid. And | think it is probably very
important that we weigh all of those things and not look at a single answer, such aslifting amoratoria as a solution,
because | don't think that iswhat itis. So | think that comes back to the notion of sort of informed, balance and
collaborative decision-making.

| think that isabout all | have to say.

MS. MOFFITT: Thank you, Nan. If itisall right, Mr. Chairman, we should hold questions until all the panelists
have spoken. Okay. We'll now turn to astate in the North Atlantic region, and Bruce Vild is going to be speaking
to us from that perspective. He is Rhode Island's alternate member on the OCS Policy Committee. He has
represented Rhode Island on this committee for 17 years. He started in state service as an advisor to the Rhode
Island governor's policy office on offshore drilling in 1979 when the Georges Bank and Baltimore Canyon were
actively being explored or at |east considered for exploration. He was active on regional technical working groups
at thetime.

HehasaB.S. in biology from Villanova University and an M.S. in Marine Botany from the University of Rhode
Island and a Masters of Marine Affairs also from U.R. Bruce.



NORTH ATLANTIC STATES PERSPECTIVE -BRUCE F. VILD

MR. VILD: Thank you, Donna. Donna, | think you were right on the money when you said that alot of the origins
of the moratorium really came from the gauntlet that was thrown down by the Secretary of the Interior in the early
1980s. It was aresponse. It was perhaps not the best way to do business, as I'mfond of saying when | talk about
the moratorium, but it was a very effective way of doing business.

Actually, you could look back several years before the Reagan administration to take alook at what | think are the
real origins of the moratorium. Before the moratorium was in place, lease sales would be challenged on a case-by-
casebasisin court. Certainly, that was the case in the North Atlantic.

The states did not exactly move in lock-step formation. Rhode Island, for example, had the unique position of
supporting offshore drilling. We did that for our own purposes, quite frankly. We had a Navy base at Quonset
Davisvillein North Kingstown, Rhode Island that we had gained possession of in the mid 1970s, and we were
having problemsfilling it. We wanted to develop it asan industrial park. We only had afew tenants, and its
particular location seemed to be particularly beneficial for offshore drilling, not only in Georges Bank, but also in
the Baltimore Canyon.

If you take alook at a map of the northeast United States, you would find that Quonset Davisvilleis actually equally
distant between the Baltimore Canyon and Georges Bank. So we had the unique position of being in favor of the
first Georges Bank |ease sale and the |ease sales that followed it.

We would file anamicus brief along with the oil companies and the Interior Department when the |ease sales were
challenged by the Conservation Law Foundation and the Commonwealth of Massachusetts.

What | think the moratorium has doneis it has deferred political decisionsthat | think eventually are going to have
to be made. Rhode Island was always in favor of taking alook at the lease sales and commenting on the size, timing
and location, proposing lease stipulations that we thought were important, trying to get certain areas excluded; but
we also fell into the habit of calling these deferrals, as if we would, you know, reconsider them for the next lease
sale. Obviously, we wouldn't.

Those areas were areas like submarine canyons where there was a very important lobster population that in fact
inter-bred with the inshore lobster population that our fishermen were after.

The Commonwealth of Massachusetts wanted to protect their fishermen, and we wanted to protect ours, aswell. It
just so happens that there were no Rhode Island fishermen really on Georges Bank.

So then comes a ong the moratorium.

The first moratorium, | think that started off with adear colleague letter that was circulated among several different
congresspeople. The Junior Congresswoman from Rhode Island, Claudine Schneider, signed it. There was no
consultation whatsoever with the governor's office. Again, at the time, the governor was very much in favor of
offshore drilling, you know, with the stipulations.

And that isapattern, and | don't know again if that is unique to Rhode Island, but that is a pattern that has actually
continued as the moratoria have been continued from year to year.

There hasn't really been any consultation with either my office or with the governor's office on whether the Rhode
Island congressional delegation should continue to support it.

Would | bein favor of lifting the moratorium? Well, | don't know. The fact remains that the groundfisheriesin
Georges Bank are in the process of recovering, but the question hasto be asked: Why jinx that by having offshore
drilling there or supporting offshore drilling there?

That iskind of aconflict | havein my own mind. And there certainly a conflict I'm sure you know congresspeople
have. Isthelifting of the moratorium really worth the political risk? | would think that the only time that would



happen isif there was really demonstrated beyond a shadow of a doubt, quite frankly, that there was a compelling
need to go after the oil and gas that might be there. This is predominantly a gas province. So we should probably
talk about gas.

On the other hand, | don't really buy the argument that kept on coming up in the popular pressin the late 1970sin
1980s that Georges Bank drilling, and drilling in alot of other places, really was a matter of fish versus oil when we
in Rhode Island were actively supporting offshore drilling. And, you know, we thought we had the scientific
information to back us up, you know, as well asthe political will to have this done.

WEell, thisis just the sort of thing where it becomes difficult for me to speak for the present governor on thisor for
any other governor on this. | just want to leave you with the idea that the political risk has to somehow be factored
into our discussions of what we can do to lift the moratorium. There has to be a compelling need demonstrated that
we have to go after this particular resource. And until that compelling need is demonstrated and accepted by
Congress, | think you are going to have a continuation of the moratorium, and you are going to have a situation
where the congressional delegations are going to be motivated more by their own feelings than by any consultation
with state government.

That's the situation in Rhode Island. | don't think it isunique to Rhode Island. | will just leave with that.

MS. MOFFITT: Thank you very much, Bruce. We'll now turnto Larry Schmidt with the New Jersey perspective.
Larry isa33-year career employee of the New Jersey Department of Environmental Protection. He served in a
number of capacities primarily involving the environmental review of major construction projects, land use
planning, permit coordination, program management, and special project assignments.

He has responsibility in coordinating the department review of federal actions requiring environmental impact
statements under the National Environmental Policy Act and state construction projects under a state mandated
environmental review process.

He's now responsible for administering the state's coastal zone management program, which includes coastal and
ocean planning, plus the administration of close to 3 million per year in federal CZM funding.

He also has the distinction of graduating from the same University | did, North Carolina State University in Raleigh.
Larry isone of those unique New Jersey folks who came to North Carolina to take advantage of our higher
education system and went back home. Most of them stayed. So, Larry.

EAST COAST STATES PERSPETIVE — LARWRENCE C. SCHMIDT

MR. SCHMIDT: Thank you very much, Donna. Listening to Bruce Vild's remarks, they are very, very similar to
what 1'm going to say in terms of the political realities of offshore oil and gas exploration and development on the
East Coast.

For the past ten years, the issue of offshore oil and gas exploration has been a political nonstarter. And when | say
this, my observations of elected officialsis, in New Jersey, that thereis no upside. Thereisnoupside for an elected
official to support exploration. There are no votes associated with supporting new energy sources off our coast;
whereas, there is tremendous support for elected officials that promote the preservation and enhancement of the
state's coastal resources.

For example, about a month ago, | was at the 10th annual meeting of the New Jersey Shore Partnership. Thisisa
group of public and private sector officials that have come together primarily to secure federal funding for beach
nourishment and shore protection projects primarily through some of the good work that the Corps of Engineersin
the State of New Jersey have donein thisarea.

As part of this program, the organizers had videotaped presentations from three of our four New Jersey shore

congressional representatives. And they all spoke about how hard they had worked for getting funding for beach
nourishment and shoreline improvementsin New Jersey; but | was shocked that two out of three went out of their
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way to take credit for running those rascals from the Department of Interior out of the state this past year when they
attempted to lift the moratorium and promote the idea of offshore oil and gas exploration.

So | think my take-home message is that, no matter whether or not the governor or the state agencies/state
legislature would even be willing to consider the issue, you have to go through the state's congressional delegation
first. They arethe onesthat are on the front line with federal activities. They are the ones that control the purse
strings. And if there were not a moratorium from the president, they would continue to exercise the annual
moratorium through the appropriations process.

So | think thisistrue with alot of statesthat have to deal with thisissue. It never really substantively getsto the
governor's office or to the Department of Environmental Protection.

Therationale that | hear from our congressional delegation and those that oppose offshore oil and gas and the
continuation of moratoriumor even a permanent ban on any potential for drilling on the Atlantic isthat they are
there to protect our beaches, our coastal resources, coastal tourism, and commercial and recreational fishing. In
New Jersey, this represents anywhere from 12 to $17 billion per year into the state's economy.

| personally don't blame any of the officials, the elected officials for taking this position, because, as | said earlier,
thereisjust no upside and there are no votes associated with supporting the program.

And | also think that even if you were to come along with something like OCS revenue sharing that, no matter what
that amount of money would be, it would not win the day in terms of the perception of the citizens as to the potential
threat associated with oil and gas activities.

Very briefly, | would like to give you a historic overview of New Jersey'srole with oil and gasin the mid Atlantic
area. We were very familiar with the issues associated in 1973 with the Arab Oil Embargo. And following that, the
thrust was to create a system where we were energy independent and that all of the states had to be supportive of
developing domestic sources of energy, because we couldn't be put in the same positions we werein 1973 with
foreign countries and cartels dictating our energy futures.

So with that in mind, we developed a series of rules and policiesin our state coastal zone management program.
And those rules and policies basically said that we encouraged rapid development of the OCS oil and gas resources
aslong asit was done in an environmentally accepted manner and protected coastal tourism and fisheries.

We went through the late '70s and early '80s with industry activity. There were 32 wellsthat were drilled off our
coast. Andindustry sort of decided that the timing was not right, and the resources they expected to find off our
coast did not materialize. So they sort of packed their tents and went away in the early 1980s.

For the rest of that decade, things were rather quiet. And then Governor Jim Florio came on the scenein 1991, a
very liberal former Congressman, who had very strong views from his congressional perspective before he became
governor.

Like what Bruce was describing, there was no consultation with the Commissioner of the Department of
Environmental Protection. Hetook the bull by the horns and wrote to then Secretary of the Interior Lujan.

| pulled out one of his statements to show you how strident he was. He said offshore oil gasdrilling isanidea
whose time hascome and gone. It isatime that we get serious about conservation and alternate sources of energy
rather than looking at risky waysto get more oil.

So that set the tone for areversal of our state policies and regul ations from encouraging to discouraging. And since
we were subject either to moratoria or lack of industry interest, that position has carried forward to the succeeding
administration.

When Governor Whitman was appointed to the position of the administrator of EPA under our state constitution, the
president of the state senate becomes the acting governor. And, coincidentally, the second day of histerm as acting
governor was the last day for comment on the forthcoming 5-year plan. And, again, taking the same page from



Governor Florio, he drafted aletter stating his unalterable opposition to offshore oil and gas devel opment for
basically the same reasons that we have heard over and over from our congressional delegation, that the risk to our
beaches and our coastal economy was just far too great.

I don't think we have the opportunity to have rational conversations about this. 1'm always amazed, because if we
were to do as a state a comparative risk analysis on the risk to our beaches and our coastal tourism from offshore oil
and gasactivities, which incidentally are 75 to a hundred miles from our coast, with a prospect of finding natural
gas, not oil, but notwithstanding that, the risk of an accidental spill from marine transportation would come out to be
far greater.

Based on some of the work | had donein New Y ork harbor, | learned a number of years ago that the Port of New

Y ork and New Jersey isthe number one port for the transport of oil and petroleum productsin the entire country;
and the number three port for transportation of oil and petroleum products is Philadel phia, Camden and Delaware
Bay. Sowe have daily transits of hundreds of thousands of gallons of oil and hazardous materials that come by our
beaches on adaily basis, but | don't hear any discussion by our elected officials that thereis arisk associated to
either our beaches or our coastal tourism economy to having adjacent ports. That is sort of theway itis. | don't
expect it to change.

Jeri, are you there? Okay. A few years ago, my friend, Bob Stewart, of the National Ocean Industries Association
and | always came to these meetings, and we have had spirited discussions on New Jersey's position. For his
amusement, | put together a grafting of a newspaper headline and a photo that appeared on the Asbury Park Press.
And | think | would want to share it with you as one of my other take-home messages, that this is an undoctored
photo from the white sandy beaches of New Jersey, and | can't claim what that structureis, but | can tell you what it
sort of looks like. Please take this home as a souvenir of our talk. Thank you.

SOUTH ATLANTIC STATES PERSPECTIVE - DONNA D. MOFFITT

MS. MOFFITT: Thank you, Larry. | will wrap up then with just alittle bit of perspective of the south Atlantic via
North Carolina's version.

Y ou may realize that North Carolinais divided into the mid Atlantic and the south Atlantic planning region. So we
have been affected by what goes on in both of those regions. There have been four lease sales held in the south
Atlantic planning areathat were held between '78 and '83. And the 21 blocks of the Manteo exploration unit off the
coast of North Carolinawere leased in sales that were held in '81 and '83.

The Manteo exploration unit that Mobil Oil attempted to drill in, it has been our most visible activity to date. And
some folks may not realize that, shortly after those early '80 lease sales were held, we did in fact issue two
consistency approvals for exploration plans off of our coast. And, you know, you always wonder about timing, and
neither company took any further action after they got those consistency approvals. They just kind of languished for
many years.

The south Atlantic area has been under a congressional |easing restriction since fiscal year 1990. We had a protector
in Congressin the form of the late Representative Walter B. Jones, Sr. And he was ableto get Congressto pass the
Outer Banks Protection Act in 1990. Thiswas after Mobil announced that it wanted to drill off of our coast.

So the Outer Banks Protection Act prohibited the Secretary from conducting alease sale issuing any new leases,
approving any exploration plan, approving any development and production plan, approving any permit to drill or
permitting any drilling offshore of North Carolina.

Later that act spawned alawsuit that made its way to the U.S. Supreme Court, and the leaseholders won and were
reimbursed by the government based on the fact that the Outer Banks Protection Act was a breach of contract.

Asaresult of that, we were left with something like eight active |eases off of our coast. Andin November, | believe

it was November of last year, those eight were finally relinquished. And so there are no existing leases off the coast
of North Carolina.
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Of course, if the situation changes based on world events and we need to somehow begin to ook at the possibility of
finding gas off the North Carolina coast again, we would have to go through getting back into the 5-year program,
receiving exploration plans, and all that goes along with that. So that isavery lengthy process.

But the early '80s were times of naivete by the State of North Carolina. We weren't that well informed about affects
and impacts and what we needed to be looking at for oil and gas activities. We also didn't really realize until the
Mobil exploration effort that where Mobil wanted to drill was very near an extremely active and biologically
important areafor our fishing industry. And so we spent alot of time trying to gather information on that site and
figure out exactly what we have got going on there.

So our information base has improved over time, but depending on where exploration is being proposed or leasing is
being proposed, there may be other environmental issues that have to be looked at.

| think the activity that really caught us by surprise as far as moratoria had to do with President or former President
Bush'swithdrawal of agood part of the OCSin 1990 and the failure of administration to even give a heads-up to the
republican governor of North Carolina at that time.

And so he was caught by surprise, and that really got him concerned about, Well, if these other places need
protection and need moratoria, then North Carolina must need it also.

So we have sort of been in that position ever since, even though he left office in 1992, and we have had two
democratic governors since then.

But | could echo pretty much what both Larry and Bruce have said about their situations, and it isvery similar in
North Carolina. Thereisno upside to agovernor supporting oil and gas activities off of our coast, and thereisalot
of detriment for supporting it.

Thereisahuge tourism industry. Thereisahuge recreational industry in our state, avery vital, and viable fishery
industry. And all three of those industries will tell you that their perception is oil and gas activities are not good for
their business. And that iswhat the governor hears whenever there are sounds of leasing or exploring or drilling or
trying to find oil or gas, even though it seems the evidence pointsto, if there is anything off of our coast, it would be
gasalso.

| guess our current position isthat, unless there are some kind of drastic energy changes from the current world
situation and the current war efforts, | don't believe our position is going to be changing any time soon.

Our current governor has stated that he doesn't really believe oil and gas activity can occur in a safe and sound
manner for our environment and for our recreation and tourism and fishery industries. An he's going to haveto see
very strong proof that it can occur before he's going to change his position.

So weare, as| said, under moratoria until 2012. And | don't see our governor's position changing on that unless the
world situation changes.

So with that, you have heard the perspective of four states on the moratoria. And we'll now open it up for questions,
Mr. Chairman.

MR.OLTZ: Thank you, Donna. Arethere questions and comments? George.

MR. BANINO: George Banino, Marine Mining. In the discussion about Oregon and Washington, in particular, the
statement was basically made that it was afeeling therewas  insufficient data or not afeeling but a decision that
there was insufficient datain order to evaluate whether or not you would consider oil and gas development. |
wonder what those states might think about initiating some studies to see if such a decision could be made.

MS. EVANS: | think both states would be supportive of studies being initiated, but let's define what those studies
are. They are not exploratory drilling studies. They are the sort of the suite of oceanographic studies specific to that
area.



Now, | would also say that the studies that were defined in 1990, one probably needsto take another look at that risk
and re-eval uate that again, because certainly there has been oceanographic work off our coast. Whether any of the
gaps that were present in 1990 have been filled as aresult of that, that is something we have not looked at because
there has not been an interest in going down that particular path.

And | sort of want to reiterate, that particular path has avery high pricetag onit. Andif you compare the price of
those studies with the likelihood of -- well, | guess make it more direct -- the price of the ail that it might produce,
oil or gas produced on the other end, it doesn't pencil out.

| also want to just sort of reiterate what the colleagues from the East Coast said from the political aspect. There are
no votesfor this, for oil and gas development in the political setting. However, | think both states would be
supportive if there were money to do the kind of settings that we think are necessary.

MR.OLTZ: Sir.

MR. GUTTING: Dick Gutting, Fisheries Industry. Try to stir things up alittle bit here. | thought the presentations
were outstanding from all of you. | was struck in particular at the contrast on the West Coast between how the oil
and gas controversies played out versus the cabling necessary for some of the modern communications.

We have had asituation in fisheries on the West Coast, Oregon, California, Washington, and even Alaskawhere
high tech companies want to lay down cables, fiber optics. It'sbeyond me. | don't quite understand it. But, in order
to do that, they had to get through a permitting process at the federal and state level and were encouraged
particularly by the states to work out differences with the fishing industry, which had concerns about preemption of
the grounds.

And what transpired through the encouragement of an industry -to-industry dialogue, if you will, was an
arrangement, series of arrangements, in fact, where awin-win proposition was developed. And | think that changed
the politics. Certainly changed the politics within my industry.

And I'm wondering whether there might be some lessons |earned there that might be a part of a political change.
And I'm just wondering whether any of the state officials are familiar with what 1'm talking about or whether a
similar approach has been tried or even discussed.

MR. SCHMIDT: Larry Schmidt from New Jersey. A quick response would be that some of the other activities
that are currently going on in the ocean, including submarine cables and creation of artificial reefs and sand mining
don't appear to be as threatening as offshore o0il and gas. People conjure up the image of birds being oiled and white
sandy beaches turning black and ruined and a destruction of an economy, and that is atough one to get around.

Wein New Jersey and on the East Coast states are facing the same issues, trying to reconcile the placement of
communication cables and accommodating the fishing industry, and we have doneit in a couple ways. One, almost
through alternative dispute resolution, bringing in the parties and finding out what their interests are, what their
concerns are, and then finding a middle ground to accommodate both the fishing and the cable industry.

We are taking it astep further now by proposing state regulation on our rules on coastal zone management to spell
out the guidelines so the communication has a clear idea on what they can and can't do in the future.

Again, to answer your question, it isvery, very threatening in terms of the perception of an oiled bird on the beach.
It's just not something people want to sit down and talk about at this point in time.

MR.OLTZ: Anybody else?
MR. VILD: BruceVild, Rhode Island. Again, I go back to the thing that was appearing in the popular pressin the

New England area about fish versus oil. It waslikeit was achoice and it was an irrevocable choice. It was achoice
that you either had to have one or the other. Y ou couldn't have both.
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Larry isright when he says that offshore drilling is seen as something infinitely more threatening and more
permanent, really, than just the laying of submarine cable and so on. It seems people are willing to make tradeoffs
with regard to that but not with regard to offshore oil and gas.

MS. EVANS: | guess| also want to sort of jump in. Evansfrom Oregon. | think thereis something to be learned
from the offshore cable experience. 1n Oregon, we feel that we have had afairly successful experience there, and
what | think isto be learned from that experienceisit ispossible in some situations that originally looked to be
someone will win and someone will lose, it can be possible to find a sort of awin-win solution; but in order to do
that, you have to enfranchise the least powerful party.

In the case of Oregon, the way of doing that with the cable question was essentially the state taking a position that
said we won't approve the permits until the fishing industry is happy.

Dick, isthat afair statement of that?

And that gave alittle more balance to the conversation, and it gave alot of incentive to solveit, and a solution was
put together. | think it isagood solution. It involvesthe fishermen in the process, and it continues to involve the
fisheriesin the process of, you know, cabling and monitoring of how that goes on so that you can have both fishing -
- primarily, the big issues were bottom fishing -- and cabling.

It isadifferent question than oil, but | think there is a principle there that can be useful. That is one of enfranchising
the people who are affected.

MR. GUTTING: Mr. Chairman.
MR.OLTZ: Sir.

MR. GUTTING: Just to respond to that, you are totally completely correct. Without the support of the state
agencies, thiswould not have worked. And | can't tell you how grateful and how much goodwill was generated
from that fundamental position that the state agencies took, and we certainly hope to see that same kind of approach
on the East Coast.

Just again, speaking from afisheries perspective, and from my very brief tenure here on the committee, while | don't
profess to be an expert, | think there is a profound difference between gas and cil. 1'm not sure that differenceis
fully appreciated by my community. And | certainly do think oil isascary proposition.

There isno question about that. But | do believe that gas potentially could be adifferent story. If it could be
managed and positioned with my community, | think you would find an open mind. That has not yet occurred. And
| really suggest that you take a close look at cabling as a possible entry point for a dialogue within the states on gas.

MR.OLTZ: Tom Kitsos.

MR. KITSOS: KitsoswithMMS. To show you how old I'm getting, you have reminded me, particularly the East
Coast speakers reminded me that, shortly after the OPEC oil embargo in the mid '70s, all of your states did support
offshore oil and gas development under certain circumstances.

And the position of your states |ed to Congress writing the 1978 amendments, which was an attempt to bring the
states into the decision-making process much more than the original '53 law did.

And | guess my question to you is: What happened? What changed from the mid '70s to the late '70s when the law
changed to the early '80s? The answer that we at MM Stend to come up with is Secretary James Watt. But |
wondered if you could expand. If that's the answer, then that's the answer.

I's there something more? Has the world changed so much for you that all three you, actualy, all four of you, but all

three of you from the East Coast have basically said, right now, thereisjust no way that politically any of our
elected officials could support this? Isthere more of an explanation?
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MR. SCHMIDT: Tom, my only response would be that | think the states have a perception that we as a society
have gone from driving Pintos to driving huge SUVs. We have become energy pigs.

And part of the equation isthereis aneed to get back to energy efficiency and an attempt to wisely use the resources
that we have. | think that was the message that Mr. Florio as the governor of New Jersey tried to convey. It wasn't
offshore oil and gas impacts as much asit was his resentment for the lack of a national energy policy at that time

that had asits hallmark energy conservation and wise utilization.

MR.OLTZ: Bruce.

MR. VILD: Bruce Vild, Rhode Island. | think the difference is that the Congress people seem to be making the
decisions now more so than the governors are. And, you know, it gets back to the point | was making about the
moratorium kind of substituting for, you know, agovernor or an attorney general getting a case together in court to
stop alease sale. If the moratoriumisin place, and as long as the moratorium isin place, we don't have to do that,
inertia.

MR.OLTZ: Pat.

MR. GALVIN: Pat Galvin, Alaska. 1'm thinking back to six months to a year ago when talking to the folks from
the Northeast, they were dealing with personal heating hills, energy bills that were double, triple what they were
used to.

And I'm wondering, in that context, was there any softening among the general population about the concept of
needing more supply or wasit still along the lines of what Larry described as,
Oh, thisis our own fault for using too much?

MR.SCHMIDT: Larry Schmidt, New Jersey. My own personal observation is that, having gone through the
energy embargo of 1973 and unfortunately having purchased my first new automobile with a V8 engine as opposed
to asix cylinder or afour cylinder, | graduated up from aVolkswagen bug, that caught usin avery difficult
economic situation. At that time, alarger percentage of our disposable income had to go to energy purchases,
whether they were gasoline or home heating or what have you.

What I'm seeing recently isthat, even though gasoline shot up from $1.25 to $2.00 a gallon, in terms of the
percentage of the disposable income, it was just aminor glitch, more of an annoyance than anything else.

And then peoplereally don't understand what the gentleman this morning was saying. And, | mean, if | went back
to New Jersey today, | would get gasoline at $1.20 agallon or less, and | was paying $1.60, $1.70 three, four months
ago. So peoplejust don't understand the fluctuation in energy costs. So that message has not hit home with us.

MS. KALLAUR: May | ask aquestion. CarolitaKallaur. | really appreciate your candor. Having lived through
all that, | agree with everything you said. I'm wondering, | think it's  hard for the intelligent American public to
really understand the energy situation. And | really wonder if people recognize how much oil we are importing
from Irag right now.

| think they understand we may bomb Irag tomorrow, but do they understand that we are also depending on Iraq for
oil and just how the whole Mid East situation is so volatile and whether or not there would be any value in even the
administration taking out an initiative to try to reach out to the Governors Association just in afactual way just
discussing what the situation is right now and talking about strong conservation initiatives, which | think the
American public really supports, but at the same time saying we can't work our way out of this problem through
conservation, and just try to present facts and try to develop some sort of consensus about how we as Americans are
going to deal with | think a greater vulnerability we have today than we had, you know, prior to the attacks of the
11th of September, because there is some way you have to have sort of an intelligent discussion about our energy
situation in a nonthreatening environment.



| realize that no governor is going to stand up and say I'm willing to reconsider the moratoriaissue. When | think
back to the spring, we couldn't even do aliterature survey to gather environmental information. People made it as
though it was some sort of subversive plot by MM Sto leasein the Atlantic. Somehow, we have to get over that type
of reaction and have amore intelligent discussion, because we could have a situation two or three years from now
where Congress dictates usto go out and have the private sector devel op these resources, and we won't have the
information base that is necessary to make really good decisions.

MR. SCHMIDT: Carolita, you are absolutely correct. | go back to 1973. | remember gasoline stations with red
flags. That means don't even bother driving in. Thereisno gasoline. | remember having even-numbered license
plates. That meansthat, on even-numbered days, | could purchase alimited amo unt of gasoline. | think maybe
that'swhat it is unfortunately going to take to get the attention of the mgjority of the people.

MS. MOFFITT: | would say, too, Carolita, it is not going to hurt to do some kind of an educational effort starting
with the National Governors' Association. | don't know how much it will help. | think the message has to be
broader than just looking at how much we have to import.

There has got to be some clear commitment to a very strong conservation effort. There has got to be aclear
commitment for the states to have areal say in leasing, and then, you know, the aftermath of that, whereit is going
to occur and how it is going to be done and when, that sort of thing.

And, somehow, we have got to get away from afeeling that the oil and gas industry is manipulating prices so that, in
the good times, you know, they are high, and in the bad times, they go down low maybe, but that we are always at
the mercy of what the oil and gas wants to put a price on energy products.

So from my perspective, if we can get arounded educational perspective out to the governors, it is going to take all
of that.

MR.OLTZ: Bruce, | don't want to cut you off. We are running on atime thing here. There are two more people
that would like to ask questions. | would like to get to them first.

MR. McLEMORE: I'm Bill McLemore from Georgia. We are in a moratoria area. One day we woke up and
found wewerein one. Wedidn't ask to be put in one. | don't think we have ever made a disparaging comment
about offshore oil and gas leasing or oil and gas production offshore.

| do know they drilled an oil test well off Georgiain '79. | understand from MM S there was an environmental
impact, that you could get a chicken fried steak in Brunswick, Georgia, and that was the sole environmental impact.

The others have made several comments, which are appropriate. We didn't ask to be put in a moratoria area, but
thereis certainly no political advantage in asking to be withdrawn. The entire issue of moratoriais truly a national
issue and involves both coastal and non-coastal states because you are talking about a national energy supply and
should be the focus of a significant nationwide debate.

The other states that are non-coastal states do have an interest in what happens in the coastal areas because they
drive to our statesto use our beaches and our harbors, and |ots of products move through them. Thisis an issue that
truly is nationwide.

And those states that currently produce from the coastal region should not bear all the, you know, negative impacts.
So | think that we certainly would encourage the current administration to develop a national dialogue on thisissue
and maybe just bring the issue to the front. | don't think we would be objectionable to cancellation of the moratoria.
And certainly, Carolita, you can come do studiesin Georgia. We'll help you.

MR.OLTZ: Linda, go ahead.
MS. SHEAD: Not so much aquestion either, but | just wanted to reiterate some of the things | have heard. One of

them isthereisn't going to be a single bullet kind of an approach to this and that it is going to require people
believing that there is an effort in every direction.



Theissue of conservation, we seeit in water quality issues around Galveston Bay. It happens nationwide.
Individuals and their non-point source pollution, what people do in their yards and with their carsis the biggest
source of pollution in Galveston Bay now, not industry, and yet you can't get people to pay attention to what they do
unless they know that industry has done its share.

That has to be part of the national discussion, that it cannot just be the burden is going to be all on the coastal states
to let oil and gas development be offshore.

People are going to haveto feel like what the folks over there were saying, that there is acommitment to having
serious, meaningful conservation.

| want to reiterate the importance of starting the dialogue. | have heard people say, well, there is no political
advantage to having the dialogue, and the Congress people are the ones that are driving. Y et Congress people listen
to their constituents. If through the administration through a governors association through the states the dialogue
can begin to develop, then | think that the congressional people will listen.

Y ou haveto havethe dialogue. That isthefirst step. And the dialogue hasto include all the different interested
parties. That isthe other thing that has been said, the collaborative nature Nan referred to. Donnais talking about
the states having asay. Without that, you can't get anywhere. And part of that enfranchisement may mean some
amount of relinquishment of decision-making power on the part of the Federal Government.

An example of asuccess of that, again, in the Galveston Bay areawas for our deepening and widening project for
the Houston ship channel. They had to go back and redo studies, and the Corps of Engineers could haveinsisted on
doing it the same old way, whichis. We get to decide.

We'rethe Corps. Instead, they put together ateam with all the agencies, and they relinquished the decision-making
power to the group. They said the inner-agency coordination team is going to decide what studies are done and how
they are done before we do the deepening and widening.

That was a pretty radical thing for the Corpsto do, but it worked. It got everybody onboard on deciding what
needed to be done and got support for the eventual project. It may take a pretty radical move on the part of the
Federal Government to relinquish some of the power to the states in this decision-making.

MR.OLTZ: I'mbeing pushed here. We have got one more panel to go. If you can make it short.

MR. KELLY: Thanks, Mr. Chairman. Paul Kelly, Offshore Support Industry and Committed SUV Pig. |
appreciated your being generousin letting this discussion go on. It relatesto one of the points | was going to make.
Y our agenda planning committee has now twice put items on the agenda where we had an opportunity to have
feedback from the states. | think the one we had in May where several of the states reported on additions to
electricity generating capability was avery good one. Thisone was very good.

I wanted to join Dick Gutting in hiscomments. We really appreciate the homework that has obviously been done by
all four of you in making these presentations. We really appreciate your excessive realism.

Just a couple of observations: Number one, | can't help but observe the paradox between this presentation from the
states and the one we had in May where basically we are hearing that there is not a very bright political future for the
OCS program as far asyour states are concerned. And, yet, last May, | think that what we heard in terms of
additional generating capacity developing in all the states shocked even some of presenters, who until they prepared
for their presentations were not fully aware of al the activity going on in their own states.

The other thing | wanted to observeisthat | think that the nature of the moratoria has changed. When President
Bush, the elder, imposed the 10 ten-year moratorium in 1989, it was done on the premise that we didn't have enough
research and studies done for the program to advance, and we needed moretime. MM S needed to implement
recommendations of the National Academy of Sciences with respect to studies done under the program.



So following the moratoria, we went to work and | think addressed alot of those concerns that led to the first Bush
moratoria. And, indeed, our committee went ahead and did our study, moving beyond conflict to consensus, and we
recommended ways in which MM S could deal with the states and more fully involve them in the process.

I think MM S has been very successful in thisrespect. Yet, | think what has happened now isthat | think that all that
work issort of being passed over by political forces and that when President Clinton imposed the extension of the
moratoria at the National Oceans Conference in Monterey in 1998, it wasn't done under the premise not enough
work has been done by MMS. It was just done on the premise we are going to stop this activity. | think thiswhere
iswe stand today.

| think, as you pointed out, Bruce, the presence of the moratoria, instead of being atime in which we make change
and look forward to atime when we actually might do something, instead has created akind of inertia on the part of
alot of statesto do nothing.

Thelast thing | wanted to say, again, trying not to take too much time, but perhaps we can continue this dialogue
tomorrow in the round table discussion because | think all this has a great bearing on the future of this committee. If
thisisthe reality, what should we do with the OCS Policy Committee in participation. | think we could carry the
discussion on further at that time.

MR. CARLTON: Jim Carlton, Major Oil. With that said, if we could have some agreement to carry on the
conversation at the round table tomorrow, I'm happy to defer until that point in time.

MR.OLTZ: | wasgoing to suggest a more non-threatening atmosphere might be at areception also. Isthere
anyone on the panel who wantsto make one final statement here?

MS. EVANS: If | can, I'm willing to respond to Carolita's question. | think there isabig difference, and the public
knowsiit, between public education, outreach and marketing. And | think it'simportant that, first of all, we have a
more educated conversation. | think, for myself, | found the conversation this morning or the presentation this
morning by Mr. Groppe fascinating, because it was linking alot of the energy issues within the larger political
arena. That ishopefully a place that more citizens and elected officials can get to usto seethat. But to have that
kind of conversation and to have the information come to the conversation from trusted sourcesin away that is
information, not marketing, it'savery difficult balance.

And, you know, whether or not Secretary Watt sort of poisoned the well, there is atrust issue between the Federal
Government in many of itsarms, not just MM S, and the states and the public. I'm sorry, in the sense of trying to be
candid, | really wanted to answer that question. | hope my candidness was not offensive. It was certainly not meant
to be. | have been both a state and federal employee.

MR.OLTZ: Thank you, Donna. | appreciate your putting thistogether. As Paul said, | think what we did last time
and what we are doing thistime are very neat kinds of discussions.

I look forward to the opportunity sometime where we can get really down and do these things again. Thisis
important conversation. Appreciate your effort. Thank you.

We have another panel that is about to descend on the panel sitting areathere. We have Keith Couvillion and Chris
Oynes, who are going to talk about energy-related uses of the OCS. Keith, it looks like you are up first.

ENERGY RELATED USES OF THE OCS PANEL

OFFSHORE LNG FACILITIES-J. KEITH COUVILLION

MR. COUVILLION: Thisisgoing to be a continuation of acommon theme we have had today, natural gas,
specifically LNG. What we are going to take alook at is a project that Texaco has been working on for about 18

months. Itisactually an LNG regassification terminal that islocated offshore, not onshore, not in an existing port,
any existing waterway. Itisactually 40 miles off the coast.



So what we are going to talk about is what we are doing, why we are doing it, looking at the concept, how we are
going to go about doing it, when do we anticipate we are going to do thisif wedo it at all, and what are the major
issues associated with this particular project. Itiskind of an alternative look at getting gas into the United States,
different from the existing methods that we have right now.

Okay. Quick look at what are we doing and why. Texaco like alot of the other major companiesin the United
States, they have large discoveries around the world of gasand oil. A lot of ail, for instance, with Texaco, we have
in West Africa, alot of new discoveries, onethat isso called abillion barrels with alot of associated gas. We have
discoveriesin Brazil. We have discoveriesin Australiawhere we have discovered trillions of cubic feet of gas but
very little markets. In some cases, there are no markets for the gas.

In the United States, you have seen the statistics over and over again where for right now we have current demand,
and then we have increases in demand over the next 15 years. And wereally have a problem in trying to identify
where that supply is going to come from. Y ou saw the information this morning about what the decline curves look
likein the United States. Those arereal. We encounter that all thetime. A lot of the investments that we make in
the United Statesin the oil and gas businessisjust trying to stop the decline if we can. But we have very prolific
areas, the Gulf of Mexico being one, and the mid continent area, also, where we produce alot of natural gas and oil
quickly. So that iswhy those decline curves are so great. Trying to inhibit those decline curvesis sometimes very
hard.

What are wetalking about doing? Right now in the United States, thisis a picture of the four existing LNG
terminals we talked about this morning, Everett terminal, Cove Point, Elba lsland, and the Lake Charles facility. We
also were talking about some of the other facilities that are being contemplated out here. These are the four that
currently exist.

All thisred stuff that is up here, those are kind of areview of the pipeline systems that exist right now in the United
States. And you can see there is ahigh concentration of pipelines along the Gulf coast, especially in Texas,
Louisiana, Mississippi, and Alabama. Then you get up into Oklahoma, and you see where these lines feed al over
the United States.

What your concept is, we have agreat supply of natural gasin different parts of the world, but we don't have a
market. Inthe United States, we have atremendous market, and it appears that it is expanding, and we have an
infrastructure already in place if we can get that gas stranded in different locations around the world into the U.S.
market.

That iswhat we were looking at. How do we get that stranded gas to the U.S. market? You can't lay a pipeline from
Australiato the United States. You just can't doit. Butif you can convert that natural gasto aform that you can
transport it and then regassify it, then now you have a market.

What we looked at when we started this process was, okay, what are the capacities right now at the existing plants,
and what are the expansion capacities of those existing plants. Y ou heard after lunch that some of these are
expanding, have the capability of expanding, but the bottomlineis: Even with the expansions and some guesses on
expansions that you are only talking about 1.4, 1.5 billion cubic feet aday of capacity. That'sadrop in the bucket to
the daily and annual consumption of this country. So those are the four that exist right now in the LNG capacity.

Now, what have we been looking for? We have been looking at how do we tap into this existing infrastructure that
isaready there. The Gulf of Mexico has been developing the shelf infrastructure for over 40 years. There are
pipelines everywhere. And then you saw the map awhile ago that showed all the interstate and intrastate pipelines
that exist.

Thisisthe coast of Louisiana, to giveyou anidea. New Orleansisover here. We have been looking at an arearight
here. And thereisareason, I'm going to show you in a second.

Thisis about 40 miles from shore in about 60 feet of water.
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Now, our concept basically isto build a structure offshore where tankers can come up to the structure, offload the
LNG, and then we pipe it to the beginning of our existing infrastructure that islocated in that part of the Gulf of
Mexico. ThisisMarsh Island. Morgan City isup here. We have afield that we call Tiger Shoal. Thereis another
field we call Lighthouse Point. Thereisanother field we call Mound Point. These fields have been in existence for
over 30 years.

At their peak, we were producing a billion cubic feet of gas a day from these fields onshore. The pipeline systemis
still in existence that we used back then. 1972 | think was our peak production, when we were producing actually a
billion cubic feet aday out of these systems.

What we want to do is have afacility out here that we can tie back into that existing infrastructure. This
infrastructure ties into the Henry Hub. We have talked about that before. At the Henry Hub, you have 10 major
pipeline systems that come into the Hub that then feed the rest of the United States.

We also have another route that we can go in this direction toafloodway plant, another gas processing plant that is
tied into some of the same pipeline systems, intrastate, interstate, but also in different ones.

So our concept is put something offshorein, in this case, 40 miles offshore. You can't seeit. Y ou don't even know
itisthere. It'sin 60 feet of water because the ships that we are looking at partitionally constructing draft 38 feet.
So, for safety reasons, we need to be pretty deep.

Now, we looked at two different designs of facilities. We looked at afloating facility where you actually can put al
this regassification equipment on the facility itself. It floats. It could be abarge or a ship shape.

Y ou tether it to the sea floor, and you build the pipelines. And just like we talked about here, from here to shore.

Then we looked at what we called the gravity-based structure, thisthing right here. It isactually aplatform, sitson
the seafloor, sticks out of the water, gravity based. That'sall itis.

In this case, what we have been looking at is afacility that is over 1,000 feet long and 300 feet wide. Theinternal
portion of it isthe storage for the LNG. Y ou come with the tanker, pull up, offload into the LNG regassification
terminal. Youregassify it, put it onshore. Thisterminal could hold between three to 5 Bcf, billion cubic feet of gas;
but we planned to be able to produce at |east a Bcf aday potentially.

Now, we looked at thisalittle while ago. You saw it on some of the other slides, atypical domed LNG tanker. The
tankers we have been looking at range in price from about 165 million to 175 million up to, thereis actually one
case, they are 195 million apiece. Now, they can hold, the bigger ones, between 135,000 to 145,000 cubic meters
of LNG. That isequivalent to about 3 Bcf, more or |ess.

In our particular concept that we are looking at, we would have to build from 8 to 12 of these tankers that we would
primarily usein achain that | will show you how it worksin afew minutes, in this case, from West Africa, that we
would liquefy the gas in West Africa, bring it to the United States market, offload it in the United States market, and
then put it into that infrastructure we talked about a minute ago.

Thisiskind of acartoon of that gravity-based structure where we have a cut-out of the water, showsiit just sits on
the seafloor. We can moor on either side of the structure. Ships can come up. Thisisone of those five-domed
ships we talked about earlier. Thisisjust adifferent type of LNG tanker that can pull up also on that side. And they
offload, move off, and another one comes.

What we are looking at also is putting thisthing in early. When | say early, the timeline right now is about mid
2005 because it just doesn't have to take Texaco slash, my new company Chevron/Texaco Production. It can also
take production from other parts of the world that other people own.

Now, the site selection, part of our rationalefor it is, it is off the coast of Louisiana, a state that is favorable for oil
and gas development. We have accessto world classinfrastructure. Likel said before, the pipelines are there. The
infrastructureisthere. We know how to operate in this environment.



With the ships, we can go in and out. We are working with the Coast Guard to determine whether or not we actually
need to establish new shipping fairways and safety zones around afacility of this sort, a gravity-based structure.
They have been very, very receptive to this concept.

One thing they are very touchy about isthose LNG tankers going into the ports, Boston, or going into Lake Charles
because of the perception that they are dangerous. And the Coast Guard really likes the idea 40 miles offshore, open
water, coming up to thisfacility.

Also, when you arein an offshore environment like we are, what we are talking about, you can easily expand that
facility. We are right now looking at a one Bcf facility. We can easily expand to 2 Bcf if we have the product to put
init.

And thelast oneisreduced NIMBY factor. In case you don't know what that means, that is "not in my back yard,"
which isvery common for LNG. People do not want those facilities close to populated areas. We have heard alittle
bit about that earlier after lunch.

The supply impact, just briefly, one Bcf can provide energy for three million homes, positive regional economic
benefit. A terminal like thiswould have supply boats. Y ou would have people working there, so you would have
jobs, additional taxes, supports, energy policy and, again, infrastructure development, diversification of energy
supply, and national security, some of the things we have already talked about today.

Hereisthe classic LNG value chain. It starts off, when you look at the entire chain, in our case, | will just use the
example of in West Africa off of Nigeriawhere we have a couple new discoveries. We havelots of qil. Itis
offshore discoveries. And we have all this gas we need to do something with.

So we have the development here of producing the product to the surface. Once we get that product, we can take the
oil, separate it from the gas. Then we take the gas, liquefy it, storeit, and then load it onto a ship, and send the ship
wherever we can to whatever market. In this case, what we are looking at istaking it to this gravity based structure
that islocated 40 miles off the coast of the Gulf of Mexico, in the Gulf of Mexico, off the coast of Louisiana.

Onceit getsthere, it offloads, regassify it, and normally what you would do is you would have along-term contract
with end usersif you could get those for that supply. That isyour traditional chain.

What we have done hereiswe put another factor here. Instead of having tied into one or two long-term contracts, if
we can get into the infrastructure, now we let the marketing people earn their keep and be able to market that gas
wherever the need is.

So if we bring in aBcf aday of production, that's the game plan, then what we can do is get into that intrastate and
interstate market and send the gas wherever the gas needs to go.

Now, when we talked about earlier today the decline in natural gas, you have to realize that infrastructure that was
on that map afew minutes ago, alot of those pipelines are not at capacity any longer. They were built to handle
billions of cubic feet of gasaday. They are not at capacity anymore. Thereis excess capacity throughout the
United States. Adding just aBcf aday won't do hardly anything to fill that up, but it can't hurt.

Aswe get other LNG projects around the United States built, it will help try to meet that gap that has existed at | east
in the predictions that we are going to need 30 Tcf by 2015.

So the benefits of the strategy overall. LNG, you heard about it. It isclean, basically, low environmental impact. |If
thereisan incident offshore, first of all, you can't seeit.

Y ou don't know it isthere. And because you are at negative 260 degrees Fahrenheit, the atmosphere plus the warm

water is going to have an effect on what happensto the LNG ultimately. Again, jobs, tax base, reduces greenhouse
gasses. Itisableto give usthe opportunity to take some of that stranded gas we have in different locations around

the world and bring it to a market where we can actually do something with it.
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The markets that really use LNG, Japan, Indonesiato alesser extent, Europe and the United States, the price hasto
get to a certain point where it makes economic sense.

Thelast thing isit enhances the North American gas market. But we are just looking at this particular project right
now in concept. To do thisisvery expensive. What | told you about the tankers, 165, 195 million a piece, and we
want to build from 8 to 12 of them. Theregas facility right now, we are looking at possibly a $600 million facility
with the pipeline that goesin, tiesinto the infrastructure, and then refurbishing that infrastructure to the Henry Hub.
The gas-to-liquid facility in Africa, that is running about abillion dollars, too.

So you are looking at a $3 to $4 billion project. And your economicstell you that you have to have agas price that's
fairly consistent to make thisthing viable. Carolita, you had asked earlier about the price. We are looking at from 2
to $3.00, preferably in the 2.25 to 2.50 range as making it economic.

Now, | said earlier, the regas component of this, we are predicting right now, if we get approval from corporate
management to go forward with the project, then what we will do is build a regas component first. The gas-to-
liquids piecein Africa, it hasto tieto basically the drilling and developing of the fields that we have discovered. So
it may be 2006, 2008, actually, before that component is built.

But because there are other companies around the world that have gas just like us and have no market, if we build an
offshore, it would be treated something like LOOP in some cases, L ouisiana Offshore Qil Port, that takes production
or takes shiploads of oil from all over the world and offloads them and puts them into the oil system in Louisiana.
That iskind of it on the numbers part.

Now, where are we and what are our challenges? Besides getting management to approve spending that type of
capital on one project that could be beneficial for along time, the second thing is, thisis no man'sland. Wetalked
earlier today with one of our previous presentations that the Federal Energy Regulatory Commission has a
responsibility of those onshore facilities, but thisis not onshore. Thisis offshore, and FERC does not build
platforms. Thisisahybrid concrete platform.

Sointhe MM S and Texaco, we have been talking about jurisdiction, who has the authority. We have talked to
FERC. We havetalked to Coast Guard. We havetalked to DOT. We have met with all these people. And there are
some regulatory and permitting issues that have to be addressed, but not anything we don't think we can address.

We want to do thisright. Wewant to do it the best way and make everybody happy.

We have started now going through that permitting process, at least in concept. Once we pull the trigger, with know
we are going to have to have an Environmental Impact Statement to look at on the viability of doing this project,
becauseitisunique. It has never been done before. It doesn't mean somebody elsewon't do it also.

For right now, it makes economic sense for us because we have the existing infrastructure herein the U.S. and we
can easily build astructure like this and put it offshore and send the gas onshore. That isit for right now.

OTHER TYPES OF PROPOSALS—-CHRISC. OYNES

MR. OYNES: Chris Oynes again from the Gulf of Mexico's office of MMS. One of the points that Keith talked
about was the regulatory jurisdiction, and you maybe have a question in your minds of why did we have another
LNG presentation in a separate panel.

The point wasto talk alittle bit harder about these regulatory jurisdiction questions because one of the things that
are starting to appear isthat there are more and more energy-related uses of the OCS being proposed as opposed to
energy production from the OCS.

As| was talking earlier with Jack Caldwell, we are having more and more projects that in effect have energy moving

through the OCS. These areraising different legislative and jurisdictional questions as to how in the world these
will be regulated, whether there are adequate regulatory authoritiesin existence.

70



So what | would like to do istalk alittle bit about some of the other kinds of projects that are not LNG, but again
work on this concept about energy through the OCS or are energy-related but not necessarily energy production
itself. | realize the hour islate, so I'm going to rush through this.

There are four things | wanted to talk about. One was McMoRan, Freeport-McMoRan's waste injection project; a
bulk offshore oil transfer system or another fancy name for a deep offshore oil port similar to LOOP, this one off
Texas; acompressed gas proposal that we recently had a briefing by a company on, very serious about pursuing; and
also offshore supply bases.

First of all, Freeport-McMoRan has filed with MM S, and we have an environmental assessment underway at this
point dealing with awaste injection facility, which would be at Main Pass Block 299. | believeit is 30 or 40 miles
off the coast of Louisiana.

In brief, what this does is they would file for aright of use and easement as opposed to alease, aright of use and
easement with Bcf to inject into an existing sulfur production facility and actually an oil and gasfacility, aswell, but
the sulfur production isthe critical part. They would inject these wastes, which are normal wastes from exploration
and production -- they are not radioactive or high wastesin any way, Andactually thereismy slide; it says about 14
miles off the shore -- into these cap rock formations.

Soitisbasically, the way they have produced the sulfur. Sulfur formation has carved out a cavern, if you will,
underground. And thisiswherethe waste would beinjected. These are normal wastes, as| mentioned. They are
exempt from the RCRA Act.

Basically, the proposal by Freeport isto deal with supply vessels and barges with loads up to 25,000 barrels. We are
doing an environmental assessment, which will be completed early in the first half of this next year.

Another proposal is BOOTS, Bulk Offshore Oil Transfer System. It is proposed in the Galveston area, between
Galveston and Port Arthur. What this does, it isa proposal by agroup formed out of Unocal, Union Oil Company of
California, will be about 70 miles offshore. 1t will take oil from tankers. Basically, it is another kind of Louisiana
offshore ail port, in this case, off Texas. | will get to some other points about that in a minute.

And it would be basically licensed similarly by DOT under the Deep Water Ports act. So this one doesn't present
quite as much of adifferent kind of problem. Environmental review work will have to begin before the actual filing
of the license application. That'sthe stagewearein now. The license application involves being it envisioned to be
filed early in 2002. Seems like everything is coming in 2002. Some environmental work will have to be done.
Then an EIS will have to be done. Y ou can seetherest of the time line there.

MM S would hopefully be involved in the EIS in providing some technical assistance on this matter. | will get back
to MMSSrolein thisalittle bit later.

Another item, athird item | want to talk about is the one we just got a briefing on by a company herein the last
month dealing with compressed gas. Asyou can see the pipesinside here, thisis how thiswould be carried. Thisis
acut away viewpoint. Thistechnology was developed a number years ago. If you will, thisis proven technology,
but has not been commercially applied for many, many years. So they are resurrecting this. The kind of thrust that
they aretalking about is that they would use this as away to either bring compressed gas from overseas, West Africa
or something like that, but also very, very interesting, thisis another way to solve the gas, what-do-you-do-with-the-
gas-kind-of-question for deep water oil and gas developmentsin the Gulf of Mexico.

One of our problems at this point is what to do with the gas. If you can't build the natural gaslineand MM S won't
alow you to flare the gas, obviously, from a deep water project that is many, many, many, 50, 100, 200 miles
offshore, the questionis: Well, what are you going to do with the gas? If you compressit, thiswould be an
aternative way of bringing that gas to market, which would then fit in with the use of FPSO, floating production,
storage and offloading kind of system. Thiswould take care of the gas portion of that offshore development out in
ultra deep water.
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It would also bypass these kinds of problemsin pipelines that you have when you go out along way and you have a
great amount of terrain and very almost canyon-like terrain out in the Gulf of Mexico. So there are various reasons
why this would be wanting to be considered.

One of the other interesting things | saw with thiswas that, right now, thereis gas|0ss due to various processes of
transport. Y ou can see the amount isless than 10 percent for pipelines.

This compressed gas may be at the 10 percent mark, where you have the shrinkage that islost from LNG and GTL,
gas-to-liquids technology, are in amuch higher range. These are the kinds of economics that are driving why you
would even consider something like this over and above the terrain problems and other things you would run into,
say, in the deep water Gulf of Mexico development.

The fourth and last area| wanted to bring to your attention isthereisincreasingly talk, especially asindustry moves
farther and farther offshore, that it isjust not good economic sense to keep supplying everything or alot of things
from the shore base going all the way back to Lake Charles, to Galveston, to wherever. So thereisincreasingly
proposals to move a helipad facility, if you will, as an offshore support base; medical facilities, maybe even a small
hospital; drilling mud supplies, if you will, in ailmost like an offshore port; and the same thing with pipe, move those
offshore and have routes/connections that would bring by barge or otherwise to that facility.

Then you would distribute to the facilities, the actual offshore projects from this centralized facility out in at least
semi -deep water.

The questionsthat all thisraisesisthat there are several questions of there seem to be gaps as to no one seemsto
have complete jurisdiction or very strong jurisdiction to deal with all the kinds of questions we as the public would
want to see addressed in these kinds of facilities.

As an example, the Deep Water Ports Act, which we mentioned for the BOOTS offshore oil port, MM S should have
aroleinthispresumably. Yet at the same time, MM S wasn't even formed when the Deep Water Port Act was
passed. Whether that isreally aproblem or not | would defer to others. Asan observation, it isapoint of how
everything evolved. MMS came after the Port Act was passed.

MMS legislative, regulatory coverage of these areas seemsto be weak. We are limited to rights of way; rights of
use and easement, which are usually viewed as tangential to an operation; they are a pipeline for an oil and gas
facility. Inthiscase, theright of use and easement may be for the entire facility. Freeport waste injection facility is
agood example.

MMS's legislative jurisdiction doesn't quite fit with this. Our legislative jurisdiction is focused harder on oil and gas
production as opposed to oil and gas energy-related facilitieswhereit is passing through the OCS or brought into the
OCS, no clear one-stop shopping, because, as an example, that third bullet, other agency'sjurisdictionis aso
similarly limited or site specific, topic specific. So there arevariousgaps. | didn't go into any great length of
specifically diagnosing this.

Thisismy last slide. The bottom lineisthat probably in several of these areas, these environmental, the technical
reviews, the inspection authority that one would expect and justifiably expect for these kinds of facilities are not as
clearly apparent in the legislative jurisdiction that is out there and probably needs some kind of addressing.

Now, how it would be addressed is up for probably several different types of ways of discussion. Obviously, you
could fix the legislation itself. Another possibility would be maybe some kind of memorandum of understanding
between agencies to work a comprehensive framework to deal with these kinds of projects. All of these kinds of
projects are hitting or are likely to be hitting us soon in terms of demands on how energy and energy-related
facilitiesin the OCS ought to be considered. Thank you. We'll take any questions.

MR.OLTZ: Quick comments or questions here? Mr. Kelly.

MR. KELLY: Paul Kelly, Offshore Support Industry. Chris, when the industry and several government agencies
met with the Coast Guard two weeks ago to discuss security issuesin the Gulf of Mexico, in describing the physical
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challenge that the Coast Guard hasin covering this area, they said that the Gulf of Mexico has effectively for them
become onelarge port. And | think your presentation explains why they think that. It was very interesting. Thank
you.

MR.OLTZ: Any other comments? Thank you, Chris and Keith. Do we have any public comments? Isthere
anybody signed up? No. We are going to pass out a proposed resolution that we will take up tomorrow afternoon at
the round table. Mayor Ahmaogak from the North Slope Borough has aresolution he would like usto consider. 1I'm
going to give him five minutes, say -- George, is that adequate -- to make a slight introduction today and let you read
thisthing over night, and we'll take it up tomorrow.

RESOLUTION FOR CONSIDERATION - MAYOR GEORGE AHMAOGAK

MAYOR AHMAOGAK: Thank you, Mr. Chairman. Theresolution is drafted by me. It isavery deep concern
about the OCS activities that are taking place in northern Alaska. The resolution has two purposes.

Thefirst purposeisto clarify that certain of the recommendations from the Natural Gas Subcommittee, which were
adopted by resolution of the OCS Policy Committee on May 24th, 2001, are applicable to OCS oil issues, as well as
OCS natural gasissues.

Point two, to seek support from the OCS policy council in making United States Department of Interior funds
available probably through grants for impact mitigation until Congress can get its act together on the CARA hill.

At thispoint intime, al but afew coastal areas of the United States are closed to OCS leasing. And the new 5-year
oil and gas lease sale planned for 2002, 2007 only includes tractsfrom Gulf of Mexico and from coastal Alaska.

Since therest of the nation isleaving these areas to carry the burden of offshore oil and gas development, the OCS
Policy Committee and Minerals Management Service should be looking for ways to support the local communities
in these areas.

One way to do thisis to do make impact mitigation funding available through the Department of Interior, since the
CARA legislation has become bogged down by special interest and have no direct relationship with OCS or with the
adverse impacts of OCS development.

In the meantime, the North Slope Borough, which | am the mayor of, and the Alaska Eskimo Whaling Commission
can offer to continue to support the Secretary of Interior in her effortsto lobby Congress for the passage of a CARA -
type hill.

To date, Minerals Management still has not found away to address impacts to subsistence communities from outer
continental shelf activities. The subsistence communities of northern Alaska are willing to work with Minerals
Management Service on these issues, but they require financial support to be able to do this. And the North Slope
Borough can no longer be able to pay for the funds to provide this type of support.

I think it'stime for the Federal Government to step up and carry some of the financial burden that goes along with
the impacts of oil and gas development activities on the North Slope subsistence communities.

The government has been able to avoid this responsibility to alarge extent because of the North Slope Borough's
willingnessto takeit on.

However, with declining revenues from Prudhoe Bay and no revenues coming to the Borough from any of the outer
continental shelf activities, the North Slope Borough no longer can afford to provide financial support that is needed
here.

Itisin the Federal Government's and the Mineral Management's interest to have the local communities of the North

Slope working with Minerals Management Service to address the unique issues related to the impacts of OCS
development on subsistence and hunting cultures.
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Northern Alaskais one of the few areas remaining in the United States where outer continental shelf oil and gas
exploration is being carried out. If Minerals Management Service cannot work cooperatively with the communities
there, the agency could face a situation where the local people begin to try to shut down the area, aswell. If the

local peoplejoin forces with the environmental organization, this could well become aproblem. And war provides a
perfect example what can happen.

Therefore, Minerals Management Service needs the local people to work with to address their issues. To work with
the Minerals Management Service, however, the local people need financial support to enable them to attend
meetings, keep track of and respond to constant flow of information from Minerals Management Service, other
federal and State of Alaska agencies, the oil companies on any outer continental shelf activities.

Review and comment on planning, |ease sale and permitting documents, keep all residents of the local communities
informed and make sure that they have an opportunity to have input. This sometimes requires people from local
organizations like the Alaska Eskimo Whaling Commission, which is a nonprofit organization, that manages the
only co-management arrangement that the United States Government hasin allowing them to control their
subsistence for Bowhead whaling or the North Slope Borough must travel to all our of our villages, we have eight
villagesin the entire North Slope, to meet with the people there and talk to them about what is happening.

Most of them don't know what the heck is going on. In some cases, translators will be needed. In other cases, oil
comments must be taped and then transcribed. These are just afew of the responsibilitiesthat are created in the
local communities as aresult of outer continental shelf oil and gas activities.

The Department of Interior could do alot to help these communities by making some grant funds available
specifically for the purpose of covering the costs related to these activities.

Finally, the Alaska Eskimo Whaling Commission, an independent community of the Arctic Slope, which is our
federally recognized tribe; and the North Slope Borough, a political subdivision of the state, have legitimate claims
to the Department of Interior fundsin asituation like this, because they represent native people. And the
Department of Interior has atrust responsibility towards native people.

Thisisusually not awinning argument, but it's something to remind people of, especially during private discussions.
So | leave thisresolution for you. | wish consideration. We are very serious about this resol ution because we have
not seen any solutionsthusfar.

Our municipality isthe only onethat is bearing the cost of these impacts, social and cultural impacts, as aresult of
outer continental shelf leasing.

Y ou have heard of the Northstar project. We had alot of problems fromit. Now you'll be hearing today possibly
from the Alaska Regional Director about Liberty, which is another offshore well, and possibly after that the
McCovey, which are totally offshore. But the problem has now escalated, and it is now snowballing on these
cumulative impacts.

We are here. | wish that we take this resolution into serious consideration. We need your help. It'sapleafor help.
We can't take this on, the North Slope Borough, alone, by ourselves. With thisresolution, | have already had the
liberty to talk to staff of the Minerals Management Service, as well asthe Chair and everybody else here. Andwe
request that you support thisresolution. Thank you very much.

MR.OLTZ: Thank you. Asl said, we'll consider thistomorrow at the round table for further committee
discussion at that point. At thistime, | think we are ready to adjourn to the Topaz Room and find ourselvesin a
non-threatening situation and have some non-threatening discussions with one another.

MAYOR AHMAOGAK: Mr. Chairman, | think we have one organization that requested a public statement.

MR.OLTZ: I'msorry. | didn't know that. Okay.

74



PUBLIC COMMENT - MAGGIE AHMAOGAK

MS. AHMAOGAK: Thank you for giving me an opportunity to speak. My name is Maggie Ahmaogak. 1'm the
Executive Director for the Alaska Eskimo Whaling Commission, a nonprofit organization comprised of the 10
coastal villages of Savoonga, Gambell, Little Diomede, Walesin the Bering Strait, Kiraling, Point Hope,
Wainwright, and Barrow in the Chukchi Sea, Nuigsut, Kaktovik in the Arctic Beaufort Sea.

I would like to speak to the resolution on the need to address the mitigation of impactsto local communities affected
by offshore il and gas activities. This resolution seeksto clarify that certain of the recommendations from the
natural gas subcommittee, which were adopted by resolution of the OCS Policy Committee on May 24, 2001, are
applicableto OCS ail issues, aswell as OCS natural gasissues. Thisclarifiesthat the Department of Interior is
responsible for impact mitigation for local communitiesin its oil development activities off the outer continental
shelf.

In the meantime, the Alaska Eskimo Whaling Commission and the North Slope Borough will continue to support
effortsto lobby Congress for the passage of CARA -type legislation. | am seeking the support of this OCS Policy
Committee in the passage of thisresolution.

The AEWC and its whaling captains join the Department of the Interior in acknowledging that Interior haslong
recognized the need to provide coastal impact assistance to those coastal states that are directly affected by OCS
activities. | say thiswith avery strong feeling because we have already felt the impacts relating to Northstar. We
are marching into another lease salein the Arctic Beaufort Sea. There has been no provision for impact mitigation.

Thisresolution recalls the May recommendations to the Secretary that MM S include the mitigation of local, social,
cultural and economic impacts within its policy determinations and recommendations with regard to improving the
leasing process. The May resolution came out of the Natural Gas Subcommittee, and today's proposed resolution
clarifiesthat MM S apply mitigation considerations in its policies with respect to oil exploration, development, and
production.

At present, there is no incentive for the North Slope Borough to permit OCS activities because the Borough does not
derive any benefits from leasing activities because these activities serve to impose hardship to our social and cultural
way of life.

This resolution addresses that very important concern of the local communities on the North Slope, who bear all the
risk of oil activities on the outer continental shelf. We need the OCS Policy Committee's support in passing this
resol ution to make sure our people see some mitigation of the risks they bear for continued oil activities permitted
by MMS. Thank you.

MR.OLTZ: Thank you. | guessthere are no other public announcements. | would entertain a motion to adjourn.
MR. KELLY: So moved.

MR. KITSOS: Seconded.

MR.OLTZ: Weare adjourned.

(Meeting adjourned at 5:45 p.m.)
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